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PREFACE 
By 

Benjamin Steong, LL.D. 

Governor of the Federal Reserve Bank of New 

York 

The federal reserve banks came into being in 
the month of November, 1914. The passage of 
the legislation by which they were created had 
been preceded by five years of discussion, fol- 
lowing the financial upheaval of the fall of 1907, 
such as might have been expected to prepare the 
way for the considerable changes in banking 
methods contemplated by the new law. 

Notwithstanding, however, that American 
bankers had gained a better understanding of the 
deplorable defects in the American banking and 
currency system, the managers of the new fed- 
eral reserve banks soon foxmd that the welcome 
accorded to them by the banks of the country 
was, to say the least, cool. Business men gener- 
ally welcomed the change for the better, recogniz- 
ing the protection which the reserve system af- 
forded them; but nevertheless both bankers i 
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fold fmm i^mmd, gataal I hm m cm fiafiiilj 

illBBiflMCfl bjT mr pnnti^ sua nttOBmofy cd^h 
IbitaMe eooditioiM in endit tad faankm^ ^- 
pc»«d to pot Hk fedenl resefre bsiki for tiie 
fint two and aae4uM yean of their existenoe in- 
to Hk cUw o! expeanre luxuries; in fact, they 
wtn nguded ms examples of goremmental in- 
t«rfem>ce with husinest which were tolerated 
butf oererthelettn, were not appreciated by manT 
^Jpnkers. 

^^^^ijrif]f( thin interval, Xovember, 1914, to 
^H^pril. 1017, the NyKtem, by slow stages of prog- 
rcK*. found ItMlf. The machinery for conduct- 
iriff Rfdiial o;)erations was designed and developed 
far beyond the requirements of the moment. The 
terniH of tlio Act were perfected where need was 
dUoiPVcrcd, tlic men engaged in the work became 
i,f(iimiiited with their duties and with each 



other, skilled clerks were engaged and trained, 
and accounting methods were perfected, so that 
when the test came as a result of our entry into 
the war, in April, 1917, the Federal Reserve 
banks were in large measure prepared for the 
grave tasks and responsibilities at once to be as- 
sumed. 

During the first twelve months of our coun- 
try's participation in the war the reserve system 
became established upon a basis of confidence 
and respect, even in fact of admiration, among 
both bankers and business men; and its future 
therefore seems assured so long as good manage- 
ment deserves the support now enjoyed. 

During these four years, however, the work 
of organization, and during the last year and a 
half the work assumed by the Federal Re- 
serve banks as fiscal agents of the Government, 
have so occupied the time of all connected with 
the system that it has been diflBcult to overcome, 
in a comprehensive way, much of the ignorance 
and misunderstanding of the functions of the 
system. It is widely accepted as successful and 
necessary, but, with some exceptions, it is stiD 
hardly possible to say that it is understood. It 
has come as an enlargement of the scope of a 
great banking machine which had become com- 
plicated by the dual development of two claasey 
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of banks, national and state; and, in the case of 
state banks, a development which covered a vast 
field of business activity not confined to commer- 
cial banking. Under the influence of the new 
system of twelve closely allied banks of reserve 
and of discount, the tendency will be toward uni- 
fication and simplicity which will be brought 
about by the state institutions, in increasing num- 
bers, becoming stockholders and depositors in 
the reserve banks. 

Until, however, through evolution in methods 
and many changes in both state and national 
laws, we have a truly unified system, banking in 
this country will be a puzzle and a mystery to the 
casual observer, to the business man, and to 
bankers abroad, unless its various features are 
presented in a concise and comprehensive form, 
stripped of the technicaUties of economic discus- 
sion. It is much more diflBcult to present a com- 
plex problem in concise form than in extended 
detail. This task, however. Professor Kemmerer 
has undertaken with distinct success. An ac- 
count of the functions assumed by the federal 
reserve banks as fiscal agents of the United 
States Government, and of the handling of war 
bonds, certificates of indebtedness and govern- 
ment funds would have complicated, and, pos- 
sibly, rendered less clear the description of the 



position the federal reserve system occupies in the 
banking field. It would have involved, further, 
a discussion of the long felt necessity for a modi- 
fication of the independent treasury system. 
These subjects, therefore, have properly not been 
enlarged upon. 

It is a public service to undertake the difficult 
task of preparing an account of this great change 
in our fiscal system so as to combine accuracy 
with a comprehensive survey of the subject and, 
at the same time, to avoid technical details. AH 
that is required to give the reader an imderstand- 
ing of the fundamentals of the new regime of 
American banking is contained in the following 
pages, which will be read with attention and in- 
terest by many who have been seeking this infor- 
mation during the past five years. 
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CHAPTER I 

PuBPosE AND Plan of Book 



TIus book is an attempt to set forth in non- 
technical language the chief reasons why the fed- 
eral reserve system was called into being, the 
main featm^s of its organization, and how it 
works. Although the federal reserve act of 1918 
is one of the most important pieces of financial 
legislation enacted in modem times, and although 
it has been in operation several years, compara- 
tively few people are famihar with its elementary 
principles. It is looked upon by the majority of 
people as too technical and compUcated a matter 
to be understood by persons other than bankers 
and economists. As a consequence there has been 
a surprising lack of pubUc interest in the work- 
ings of the system and in the important legisla- 
tive and administrative modifications which the 
system has undergone since its estabhshmoit. 
This unfamiliarity is not surprising when one 
considers the complex character of much 
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federal reserve Oi^chmery and the technical 
guage i^'MiIiich this machinery is usually 
_8oribed. ""In a democracy, however, widespread 
■ 'i^iiorance, among the voters, of the country's 
' financial system is fraught with danger. 

America's leading manufacturing, transporta- 
tion and commercial concerns years ago attained 
heights of economic efficiency which made them 
the envy of foreigners. None, however, envied 
us our banking system. None followed it except 
soon regretfully to turn back. This was true, 
despite the fact that our old American banking 
system had many substantial merits. It was 
reasonably safe, it yielded good profits, it was 
adaptable to the local needs of widely varying 
communities, and it developed the check and 
clearing system to a degree of perfection found 
in few if any other countries. Along with these 
meritorious features, however, it contained a 
number of very serious defects. The chief of 
these may be grouped conveniently under four 
heads: I. Decentralization. II. Inelasticity of 
credit. III. Cumbersome exchange and transfer 
system. IV. Defective organization as regards 
relationship with federal treasury. In the four 
succeeding chapters these four groups of defects 
will be considered, and in the following four chap- 
ters will be discussed the respective remedies pro- 
vided by the federal reserve system. 



CHAPTER II 



Decentralization of Ameeican BANsaNG | 
Peior to Fedebal Reseete System 

In 1912 the United States had many times 
more commercial banks than any other country 
in the world, and these banks averaged much 
smaller than those of any other important comi- 
Iry. Official figures at that time placed the num- 
ber of independent banking establishments of all 
kinds in the United States at approximately 80,- 
000, and of this number something like 28,000 
were banks whose business was wholly or partly 
of a commercial character. These commercial 
banks were owned for the most part by the resi- 
dents of the communities in which they were 
placed, and the business of most of them was 
chiefly local in character. The great majority of 
national banks were national in nothing but name. 
Except for the rather loose association of the 
banks in the clearing houses of our principal cities 
and a growing community of interest, most of 
these banks were independent units, each work- 
ing for itself. There was Uttle team work. 
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times of threatened pMiic the different pari 
the system worked at cross purposes. They wer^ 
without eflfective leadership at those times when 
prompt cooperation under national leadershJD 
was urgently needed. ^^M 

Beserves Scattered ^^^ 

The most serious feature of this decentraliza- 
tion was the scattering of reserves. Thirty thou- 
sand different banks meant 80,000 cash reserves, 
and these reserves for the commercial banks were 
more than the mere "till money" which the "cash 
balances" of most foreign banks represent. They 
were actual reserves, substantial in amount, upon 
which the banks placed their prime dependence 
for times of emergency. It is true that most 
banks had so called "deposited reserves," name- 
ly, funds on deposit in other banks, which they 
were allowed to eoimt as part of their "legal 
reserves" ; and they had so called "secondary re- 
serves," namely, funds invested in securities and 
call loans, which were supposed to be quick assets 
that could be liquidated at once in time of need. 
Strictly speaking, however, neither of these "re- 
serves" was a reserve at all. The deposited re- 
serve was after all merely a deposit in another 
bank, which the depository bank loaned out — 
commonly at call on the stock exchange — and 




against which it held its own reserve, a i 
which in turn was often further attenuated by 
being placed on deposit in a third bank, there 
again to be loaned out on stock exchange collat- 
eral. In times of emergency, therefore, the "de- 
posited reserve" could be realized upon only to 
the extent that call loans could actually be called, 
and this meant to the extent that stock exchange 
securities could be sold. Invested "secondary re- 
serves" could be realized upon, Ukewise, only to 
the extent that securities could be sold. In times 
of threatened panic, however, stocks and bonds 
can not be sold on any extensive scale except at 
great sacrifices and at the risk of financial col- 
lapse. Experience has shown that securities are 
not sold to any large extent by banks at such 
times. The losses involved would be too great. 
The result was that in times of serious danger the 
banks of the country were forced to rely to a 
very large extent upon their own cash reserves, 
which, as a consequence, had to be maintained at 
a high level — higher than in other advanced 
countries. This situation gave the vault reserve 
in American commercial banks an importance 
not found in the commercial banks of Europe. 
European joint-stock banks normally carry little 
cash in vault; they place their reliance for 
emergency funds directly or indirectly upon the 
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eentralbaoki. Ib Amenca bank rscxtcs were ai 
•eattered end so jealouslj giurded that in taaa ' 
|«f threstened panie tbejr were couqiumtiTefy »- 
I tfffecttre to Mtsying the stonn. Tlie sitnatian waa 
tnaJogou* to what would happen today if afto 
drilling our American army to a high point of 
fighting efficiency, we should scatter the miai in 
iDiall units all over the United States to protect 
the cnintry from a threatened invasioD. £ach 
etnnmunity would be jealous of its own squad of 
•oldiera, but the invader would come and the effi- 
ciency of our well drilled soldiers would be prac- 
tically nil. The point of the illustration will be 
clear to everyone recalling the mad scramble for 
reserve money on the part of banks throughout 
the country at the time of the panic of 1907. Our 
supply of reserve money was large. In fact we 
had at that time in the United States the largest 
supply of gold in the world. It was ineffective, 
however, because widely scattered; hence, sus- 
pension of cosh payments throughout the coun- 
try, currency premiums, the breakdown of our 
domestic exchanges, the illegal issue of millions 
of dollars of money substitutes, and all the other 
disgraceful accompaniments of an American 
panic. 
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Reserves Immobile 

Obviously a country's reserve money must to 
a large extent be concentrated in one reserve or, 
at most, in a few large reserves, if it is to be ef- 
fective. It must be marshalled in armies, not 
scattered in small squads. But these armies must 
be mobile so that they can be quickly moved 
singly or in combinations to places of threatened 
attack. An army's mobihty is a big factor in its 
efficiency — a truth which the great mobility of 
the armies of the Central Powers in the recent 
war has emphasized. Our American bank re- 
serves were not only scattered, they were also im- 
mobile. There was no effective way of quickly 
gathering them together and massing them at the 
points of financial danger. 

These then were the three most serious phases \ 
of our banking decentraUzation : { 1 ) Absence of 
a responsible national conservator of our money 
market, like the Bank of France or the Bank of 
Eingland. (2) Scattered bank reserves. (8) 
Immobile bank reserves. 





Inelasticity of Amekican Bank Credit Fsiob 
TO Fedeeal Reseeve System 

The second group of defects of the old bank- 
ing system, defects closely related to those of de- 
centralization, were those of credit inelasticity. 
A very large part of the country's current busi- 
ness is carried on by means of funds borrowed 
from commercial banks. These borrowed funds 
are left on deposit with the banks, and the de- 
posits are circulated by means of checks, the 
debits and credits of individual accounts being 
offset in such a way that the total commercial de- 
posits of the country do not normally vary 
greatly in short periods of time. 
Extent to which Bank Credit is Used as a 

Medium of Exchange 
The point may be illustrated by a few figures, 
and, inasmuch as conditions have been very ab- 
normal since the outbreak of the European War, 
the figures used will be those for the year 1918. 
Reports made to the Comptroller of the Cur- 
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rency show that on June 4, 1918, the loans and 
discounts of commercial banks which reported to 
the Comptroller (exclusive of loans classified as 
real-estate loans) amounted to approximately 
84 billion dollars. Estimates made by Profes- 
sor Irving Fisher give a rate of deposit turn- 
over for the United States in 1913 of approxi- ^ 
mately 54, which means that for each check- 
deposit balance, maintained in a commercial 
bank, averaging throughout the year $1,000, 
approximately $54,000 in checks were drawn and 
paid. The average deposit balance of 8| biUions 
dollars would mean therefore check transactions 
to the extent of 54 times 8| billions dollars or 
472 biUions dollars in 1913. Investigations made 
for the National Monetary Commission in 1909 
by Professor David Kinley showed that between 
80 and 85 per cent of the country's total business 
was transacted by means of checks. If we accept 
the latter figure as the more representative one 
for 1913, we arrive at 83 biUions dollars (namely, 
15/85 of the amoxmt of business done by means 
of checks), as the amount of business in that 
year performed by means of cash. In June, 
1918, of the total amount of money in circulation 
in the United States, 21 per cent, or $716 millions 
consisted of bank notes. Although from the 
public's point of view bank notes are money, i 
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the unixng bank's pomt of riew tbev are a i 
ot bank credit. If we treat them as a f onn of 
bank cmiit, and add to the $472 bOlkns of check 
21 per cent of the $83 billioas of mooey 
we airire st apprtndniately 490 billion 
dollan worth of business in 1913, representing 
88 per cent of the country's total business trans- 
actioiu, as the amount performed by means of 
bank credit — checks and bank notes. 

The amount of money and of deposit currency 
which a country needs to carry on its business, at 
a price level in equilibrium with the price levels 
of other countries, depends largely upon the 
amount of business or of money work to be done. 
In years of active business a larger supply of 
circulating media is needed than in years of busi- 
ness depression. Furthermore, in a country like 
the United States, in which agriculture is a par- 
ticularly important industry, there are very pro- 
nounced seasonal fluctuations in the amount of 
business to be done, and consequently in the de- 
mand for cash and for deposit currency. One 
important postulate of a good banking system is 
its capacity to adjust the supply of deposit and 
bank-note currency to variations in trade de- 
mands, increasing it, for example, at the time of 
the heavy crop-moving demands in the fall and 
reducing it at the time of the period of inactive 
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business, ■which normally sets in shortly after the 
opening of the new year. Capacity to contract 
the circulating media when business demands de- 
cline is as important as capacity to expand them 
when these demands increase. ' 

Under the old regime our American bank 
credit, both note and deposit, was peculiarly in- 
elastic, although the seasonal character of much 
of the country's business is such as to make credit 
elasticity a desideratum of unusual importance in 
the United States. 

Bank-Note Inelasticity 
Our national bank notes, which should have 
furnished the elastic element in the country's 
hand to hand money, were notoriously inelastic. 
■.National banks were authorized to issue these 
notes by depositing with the Government United 
States bonds equal in par value to the notes is- 
sued.^ The banks were supposed to reaUze a 
"double profit" on the bank notes, namely, in- 
terest on the bonds, and interest on the notes 
when they were loaned out as money. After 1900 
the bonds used, however, were mostly two per 
cent bonds of 1930, and as the issue of bank notes 

1 If the market value were below the par value, additional 
bonds were to be deposited so as to make the market value at 
least equal to the notes issued. In recent years the market value 
of these bonds has been nsuallf above the par value. 
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Luvulved a number of incidental expenses, inelud- 1 
iug tt semiannual tax of one-fourth of one per 1 
cent upuu the amount of notes issued, the doubk I 
prutit was usually not a very substantial one. 
iutttimuch as not more than $100 in notes could 
be isfiueii against $100 par value of bonds regard- 
Ui^N itf how high a premium the bonds bore in the 
luai'ket, and uiasmuch as the bonds had been in 
recent years practically always at a substantial 
prciaiuiii, the banks usually realized considerably 
lua« Ihutt Ij per cent net interest on the bonds. 
Uhvinualy the higher the premium paid on the 
UukIH) other things equal, the lower the net inter- 
Vit yield i and the lower the premium, the higher 
Ihti yidld. The result was a tendency for the 
huiikti to itioieaae their bank-note circulation when 
\\w pi'iue (if bonds declined and to decrease it 
whwi Ihc price ruse. In other words, the expan- 
WiUt mtil contraction of the bank-note circulation 
WMa not, an it should have been, in response to 
VtttiulloiiN in tradtt demaiids, but in response to 
Vttriationa in the price of the government debt. 
'VUiH uftcit gave on inverse elasticity, since the 
^riv9 of govenmient bonds often declined at 
iUitcii when l>UNiness was slack and the currency 
wan alrnttdy redundant, and often rose at times 
when huniuess was active and an increase in the 
hunk-note circulation was desirable. In other 
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words, the bank-note circulation frequently de-, 
ciined at just the time when business nteds de- 
manded an increase, and increased when the busi- 
ness situatiou called for a decline. The character 
of these fluctuatioi^s will be seen from the fol- 
lowing chart.' 

rFrom season to season the bank-note circula- 
tion was very irresponsive to varying trade de- 
mands.y There was considerable delay and red- 
tape involved in obtaining the necessary bonds, 
depositing them at Washington and obtaining 
bank notes for circulation; and these obstacles, 
together with the expenses involved and the re- 
strictions upon the subsequent retirement of notes 
once issued,* made it impracticable for banks to 
meet temporary needs for additional currency, 
like those of the crop-moving period, by issuing 
additional notes. About all that can be said fa- 
vorable to the seasonal elasticity of the national 
bank notes is that banks intending to increase 
permanently their bank-note circulation tended 
to make the increase in the fall when the demands 
for currency were normally largest. In the mat- 
ter of seasonal elasticity our national bank-note 

a Figures plotted on the chart do not iDcIude the issues of Aid- 
rieh-VreeUnd emergency notes. See note 4, page 15. 

* nown to May 30, 190B, tlie law limited the amount of national 
bank notes that could be withdrawn In any one calendar month 
to ^,000,000, On that date the law raised the limit to ^fiOOfiOO. 
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circulation showed up very unfavorably in com- 
parison with the bank-note circulation of Canada, 
which, under the system of branch banks and an 
asset bank-note currency, was highly responsive 
to seasonal variations in currency needs. The 
contrast will be made clear by the following chart 
{Chart II) showing the variations in the monthly 
bank-note circulation of the two countries prior 
to November, 1914, the date when the federal 
reserve banks were opened.* 

In times of crisis national bank notes could notk 
be depended upon to provide additional currency. \ 
Government bonds were usually difficult to se-f 
cure on favorable terms at such times, and the/ 
machinery for taking out new circulation worked! 
too slowly. Some progress was made in the di- 
rection of improving the old system in this regard 
during the latter years of the old regime; and, 
under the spur of strong appeals to the banks and 
active assistance from the Treasury Department, 
there was some helpful increase in the national 
bank-note circulation at the times of the panic of 
1907 and the crisis of 1914. At best, however, 

• The figures plotted on the chart do not include the circula- 
tion of the so-called Aldricb-Vreeland emergency notes, whicii were 
first issued in August, Idl'l, reached their maiimuni in October, 
; all retired by the following July, Legal authority to 
1 sach emergency notes expired by limitation June 
1 Bcserre Act, section 27. 
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the bond-secured notes were a weak reed to rest 
upon in time of crisis. 

Inelasticity of Deposit Credit 
Our loan and deposit credit was likewise defi- \ 
cient in the quahty of elasticity. Rigid legal 
minima for bank reserves set up an obstacle to 
loan and deposit expansion at times of increasing 
business activity. Banks which were "loaned up" 
and could not make further advances to regular 
customers of good standing were prevented from 
loaning their credit to these customers by ac- 
cepting bills, which the customers might draw 
upon them, as is the common custom in Europe, 
because our courts had ruled that bank accept- 
L ances were illegaL The rediscount business 
[ among our banks was almost negligible, and most 
I of that which existed was done on the quiet and 
under cover. Rediscounting was frowned upon 
by bankers and business men, and there was no 
central institution hke the central banks of Eu- 
rope, whose business it was to rediscount the pa- 
per of other banks in times of need. Our Ameri- 
can commercial paper was largely local paper and 
we had comparatively httle that could be sold in 
distant markets, either at home or abroad. -'In 1 
other words, rigidity rather than elasticity was a 
characteristic feature of our American deposit 
credit. 
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Evil Besultg of Credit Inelasticity 
To this defect of credit elasticity coupled with 
that of decentralization were to be attributed 
largely the frequent and wide fluctuations in the 
mterest rates on call and short-tJme loans, for 
which American money markets were notorious, 
the alternation of periods of excessive specula- 
tion stimulated by redundancy of currency and 
credit with periods of stringency and liquida- 
tion brought on by scarcity. For this rigidity 
of our credit system the business men and the 
farmers paid the price of higher interest rates; 
the farmer suffered through the necessity of 
selling his staple crops largely in the fall when 
a tight money market was depressing prices, and 
of buying his supplies largely in the early spring 
when easy money conditions tended to make 
prices abnormally high; the banker was com- 
pelled to keep large reserves and to tie up an ex- 
cessive amount of his commercial deposits in capi- 
tal investments, such as the purchase of bonds 
and the making of call loans on stock exchange 
collateral ; while upon all classes in the commun- 
ity an uncertain and imstable money market, 
which was wont to coUapse frequently in panics, 
imposed the burden of great financial anxiety. 




CHAPTER IV 



Defective Exchange and Thanbfeb System 

A third group of defects in our old banMng 
system consisted in certain cumbersome features 
— mmecessary wheels and bolts as it were — in 
our domestic and foreign exchange mechanism. 
These features greatly interfered with the effi- 
cient operation of the machine and at the same 
time added to the expense. This subject is a 
large and complicated one and can only be 
touched upon here. It may be divided into two 
parts, that relating to domestic exchange, and 
that relating to foreign exchange. 

Domestic Ewchange 
Of the hundreds of billions of dollars in checks 
drawn every year, a very large proportion are 
for local payments, and, being settled promptly 
through local clearing houses or directly between 
the banks concerned, offer no difficulties. Our 
American clearing house machinery is a marvel 
of perfection for the settlement of local cheeks. 
In addition to the cheeks drawn for purely local 
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payments, bowever, checks whose span of life u 
but one day and which are bom, hve and die 
within the narrow limits of one town or city, there 
are millions of checks drawn daily for out-of- 
town payments, checks whose span of hfe often 
covers many days and which in the range and 
speed of their movements excel the proverbial 
American tourist party in Europe. The supply 
f of these checks that is continually in transit, re- 
/ cently estimated to amount at any ooe time to 
1 about $300 miUions, is what is known among 
'' bankers as the "float." The problem of efficient- 
ly and cheaply handling this float and of equit- 
ably apportioning the expense was for years a 
perplexing one. Some clearing houses, as for 
example that of New York, imposed certain defi- 
nite charges for the collection of checks on points 
beyond a certain radius from New York City. 
Other clearing houses imposed no charges. The 
Boston clearing house developed a system for the 
parring of cheeks throughout New England, 
thereby eliminating all collection charges on items 
drawn on banks entering the system. Similar 
devices were adopted in a number of other sec- 
tions of the country, notably in the middle west. 
Some cities, like Albany for example, became 
known as free cities and others were notorious 
for their high collection charges. Many banks 
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imposed exchange charges — some high and some 
low — for the collection of out-of-town checks re- 
ceived over their counters, and some made a 
charge for the collection of checks drawn upon 
themselves when presented from out-of-town 
sources. These practices led among other evils 
to the practice of routing checks, which means 
that checks in the process of collection would of- 
ten be sent by roundabout and devious routes in 
order to avoid or reduce collection charges. In 
this way the length of time in which checks were 
in transit was increased and the economic cost to 
the community for the collection of checks was 
made heavier. 

One serious phase of the practice of routing 
checks was the manner in which it padded legal 
reserves. Competition among large-city banks 
for the accounts of country banks led the city 
banks to give an immediate credit to the country 
banks for out-of-town checks, checks which some- 
times took the city bank a week or more to col- 
lect. The country bank counted as legal reserve 
out-of-town checks sent to the reserve city bank 
for collection as soon as they were mailed. The 
reserve city bank in turn would send some of 
these same checks to the central reserve city bank 
and count them as reserve money as soon as they 
were put in the mail. In this way one check 
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tran*it frequently counted as legal reserve for 1 
both a country bank and a reserve city bank. Ck- 
casionally such a check, after performing a yeo- 
man service in being counted as legal reserve 
money by two banks for several days, would be 
returned as wortliless marked "no funds." 

Another defect of the domestic exchange sys- 
tem was the expense and trouble, for which it 
was largely responsible, of requiring heavy ship- 
ments of currency back and forth over the coun- 
try. As previously noted, American money 
markets are subject to pronounced seasonal 
swings. At one season of the year the relative 
demand for bank funds is heaviest in the cotton 
belt of the south; at another time it is heaviest in 
the great cereal producing sections of the west 
and middle west; and at another season it is 
heaviest in the leading financial centers of the 
east. This heaviest demand often shifts from one 
section to another within a very brief period of 
time. Under our old banking system these shifts 
carried with them large shipments of currency 
— shipments amounting in the course of a year 
to hundreds of millions of dollars — and frequent- 
ly a shipment would hardly be received and un- 
packed before a shift in the monetary demand 
would require it to be sent to another section or 
perhaps to be returned to the place whence it 



came. All this involved expense, including pack- 
ing, shipping, abrasion, insurance and interest 
items. 

A second phase of the exchange difficulties un- 
der the old banking system was that relating to 
the foreign exchanges. 

Foreign Exchange Difficulties 
Our foreign trade was financed largely through 
London, and those parts of the trade which were 
with the Orient and with South America were 
financed almost entirely through London. Lon- 
don is the world's financial center and it is but 
natural that we should utilize to a substantial ex- 
tent her unrivalled f acihties for financing oversea 
trade. The trouble was not that we utilized them, 
but that we utilized them too much and were 
undulx -depcpdeDt -upo& tihem. This involved 
several difficulties, only two of which need be 
mentioned here. In the first place, payments 
through London gave rise to an additional for- 
eign exchange operation, which normally added 
to both the expense and the risk of financing a 
shipment of goods. In the second place, the fact 
that invoices, bills of lading and other documents 
passed through the hands of foreign banks and 
of South American or oriental branches of for- 
eign banks gave to our foreign competitors "in- 
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side" information concerning our foreign bua- 
ness — ^information that was often used to theii 
advantage in competition with our own citizens. 
We now come to the fourth and last of the de- 
fects in our old banking system, which were out- 
lined at the beginning of this book. That is a 
defect which is concerned with the relations of 
our banking system to the federal treasury. 



CHAPTER V 



Defective Banking Machineey foe Fedeeal 
goveenment 

The general funds of the treasury were kept in 
part in the country's nine sub-treasuries, and in 
part in national banks, which qualified as deposi- 
tories of government funds. There were 1,584 
such national bank depositories at the close of the 
fiscal year 1914. The apportionment of the fxmds 
between the sub-treasuries and the banks on the 
one hand, and among the depository banks on the 
other hand, was entrusted to the Secretary of the 
Treasury. The treasury funds to he thus appor- 
tioned varied widely from year to year and from 
season to season. 

In a number of respects this system worked 
badly. Briefly summarized, the defects were ; 
as follows: (1) It led to the continual hoard- 
ing in treasury vaults of large sums of money 
involving substantial administrative expenses 
and a heavy loss of interest. (3) At certain 
seasons of the year the Government's receipts 
greatly exceed its disbursements, as for example 
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at the times when tax payments are heaviest; 
while at other seasons, as for example when 
pension money or interest on the public debt 
is being paid, the disbursements exceed the 
receipts. In the former case the money market 
was disturbed by the Government's suddenly 
withdrawing large sums from circulation and 
thereby contracting the currency. In the latter 
ease it was disturbed by the sudden pumping in- 
to circulation of large sums of money. These 
operations, when on any substantial scale, tended 
to affect the interest rates on call loans and the 
prices of speculative securities. The task im- 
posed upon the Secretary of the Treasury, there- 
fore, of apportioning these large government bal- 
ances among the banks and the sub-treasuries was 
a difficult one and one which placed too great 
power and responsibiUty over the money market 
in the hands of a government official. It also 
led to criticism and jealousy among depository 
banks. (8) The system caused depository 
banks to rely unduly upon the Secretary of the 
Treasury for aid in the form of increased govern- 
ment deposits in times of financial pressure, in- 
stead of depending upon themselves and keeping 
"their houses in order" so as to be ready for 
emergencies. "The grandfatherly attitude of 
the Secretary of the Treasmy toward the banks" 
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in the matter of goyemment deposits was an 
pression frequently heard. 



The four chief defects of our American bank- 
ing system as it existed prior to the enactment of 
the federal reserve law have now been briefly de- 
scribed. They were decentralization, inelasticity 
of credit, cumbersome transfer system, and de- 
fective government depository system. To 
remedy these defects the federal reserve system 
was created by the law of December 23, 1913; 
and federal reserve banks opened their doors for 
business November 16, 1914. Since that date 
the system has developed rapidly under the man- 
agement of administrative boards and imder the 
influence of a number of important amendments 
to the organic law. It is not our task here to 
trace this interesting development, but rather to 
answer briefly the question: How is the federal 
reserve system as now developed remedying the 
defects of the old banking system? Let us con- 
sider the remedy in its relation to the four gen- 
eral defects in the order in which they have been 
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How THE FedEBAL RESERVE SYSTEM I 

iNG THE Old Evil of the Decei 
iZATioN OF American Banking 

The federal reserve act does not destroy our 
American system of small independent banks 
with its prestige of over a half century of growth 
and usefulness, and with its great merit of local 
adaptabihty to the needs of a coxmtry oi magnifi- 
cent distances and of widely varying economic 
activities. The federal reserve law continues 
these thousands of independent banks with all 
their essential functions, but federates them into 
a unified system which is democratic in its organi 
zation and nationwide in its field of operation — 
a system dedicated to pubhc service. 



Federal Reserve Districts 
There are twelve federal reserve banks, 
of which operates in one of the federal reserve 
districts into which the country is divided. In 
deter minin g the boundaries of these districts the 
authorities were required to have "re 
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convenience and customary course of business," 
to make each district large enough to provide the 
minimum capital of $4,000,000 required by law, 
and to make none so large as to dominate the 
others thereby endangering the federal principle 
which the law sought to estabhsh. A map show- 
ing the boundaries of the twelve federal reserve 
districts and the location in each district of the 
federal reserve city, namely, the city in which the 
main office of the federal reserve bank is located, 
is given below.^ 

The fact that the number of banks and the 
amount of banking capital in diflferent sections 
of the country vary so widely explains the great 
differences in the geographic sizes of the federal 
reserve districts. 

Plan of Organization 
All national banks are required to be members 
of the system, and state banks and trust com- 
panies (which conform to certain standards as 
to size and character of business) are encouraged 
to join. Comparatively few state institutions 
joined during the first two years of the system, 
but the Uberal policies of the federal reserve 

I The map is a reproduction of the one published in the 
Federal Reserve BuUethi of September, 1B18. 
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authorities, together with later amendments to 
the law and a growing f eeUng that it is the patri- 
otic duty of state institutions to join the system 
in these times of national emergency, these fac- 
tors have all made the state institutions more 
favorably disposed toward the system and they 
have lately been Joining in ever increasing num- 
bers. 

Member banks are required to subscribe to the 
capital stock of the federal reserve bank in their 
district to an amount equal to six per cent of the 
member bank's capital and surplus. Only one- 
half of this subscription has so far been called, 
giving the federal reserve banks a paid-in capital 
of $85,140,000 on September 12, 1919, but the 
other half may be called at any time by the fed- 
eral reserve authorities.* 

There are two noteworthy features of a federal 
reserve bank's plan of organization. They are 
first, its democracy, and second, its recognition of 
the quasi-public nature of the banking business 
through its grant to the public of participation J 
in the bank's management. 

The administrative control of a federal reserve 
bank is democratic. "One bank, one vote" is the 
rule. Furthennore, in order to prevent the large 

i ProsiBicns for the establiahment of federal reserve branch b 
are contained in the fednral reserve act (section 3). Up to Sep- 
' tember, 1919, twentf-one branch banks bad been tstafallshed. 
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I banks from dominating the small ones by reason 

of their greater prestige and to assure the small 
banks of representation on the hoard of directors, 
there is a device by which all the member banks 
I I are divided according to their capital into three 
1 r^oups, which, reminiscent of the three bears in 
the Goldylock story, may he called big banks, lit- 
tle banks, and middle-sized banks. All the mem- 
ber banks in a federal reserve district are classi- 
fied into these three groups. Each of the groups 
was originally required to contain approximately 
the same number of banks, but by the amend- 
ment of September 26, 1918 this requirement was 
discontinued. At present, the federal reserve 
board has authority to determine the number of 
banks which shall constitute each group, being 
merely subject to the requirement that "each 
group shall consist as nearly as may be of banks 
of similar capitalization." The largest bank in 
the group of little banks is therefore normally 
smaller than the smallest one in the group of mid- 
'S- die-sized banks, and the largest one in the group 
^ of middle-sized banks is normally smaller than 
the smallest one in the group of big banks. On 
L V the basis of the one bank one vote principle, each 
K group elects two directors, one of whom, called a 
r Class A director, is a banker and represents the 
stock-holding banks, while the other, called a 
Class B director, is a business man or farmer and 
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represents the business community. To these 
six directors so elected there are added three 
others known as Class C directors, who are ap- 
pointed by the central federal reserve authorities 
at Washington to represent the interests of the 
federal government and of the general pubhc. 
One of these Class C directors, who is required to 
be a person of "tested banking experience," is 
designated by the central authorities as Chair- 
man of the Board, and is known as federal re- 
serve agent. The board thus consists of mne^- 
rectors, who hold office for three years (the term 
of office of one director of each class terminating 
each year), and who are broadly representative 
of different interests among the American public^J^*^ 

Crowning the arch of which the twelve federal 
reserve banks constitute the structural stones and 
forming its keystone, is the central board at 
Washington, known as the federal reserve board. -' 
This board consists of seven members, including 
the Secretary of the Treasury and the Comptrol- 
ler of the Currency, who are ex-officio members, 
and five members appointed by the President of 
the United States with the advice and consent of 
the Senate, who hold office for a period of ten 
years. At least two of these five members the 
law says must be "experienced in banking or fi- 
nuice." The Secretary of the Treasury is ex- 
officio chairman of the federal reserve boM^. The 
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board is assisted hy a. federal advisory cou^ 

ii consisting of twelve members appointed respw- 

[ lively by the boards of directors of the twelve 

( federal reserve banks. The advisory cound 

meets with the federal reserve board at least foui 
times each year and oftener if caUed by the' 
I board. 

JL^>**- The appointment by the federal reserve board 
I of three of the nine directors (including the chair- 

\ man) of each of the federal reserve banks and 

the appointment by each federal reserve hank of 
a member of the federal advisory council federate 
together the twelve federal reserve hanks under 
the federal reserve board and give a conunon 
knowledge and a unity of purpose,- Conferences 
from time to time of the governors of the twelve 
federal reserve banks and of the federal reserve 
agents of the banks, and occasional conferences 
of the governors and the federal reserve agents 
with the federal reserve board have added much 
to the smooth and unified working of the system. 
In matters of general poUcy the federal reserve 
board is given large powers and is the directing 
head of the system.' 

Here then is the centralizing machinery which 
is bringing order into our banking system, and 



*The board's control in strengthened by its ststntorj' poweni 
(1) "To e:tamine at Its discretion the accounts, books and afFaiia 
of each federal reserre banlc and of each member bank and to ce- 
qnlre mcli rtstements uid reports as It may de^m ntceuarj, . ." 
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is making possible the development of broad 
financial policies which can be carried out with 
promptness and continuity. 

In considering the manner in which the old evil 
of decentralization is being remedied by the fed' 
eral reserve system, we may now pass from the 
administrative machinery of centralization to the 
methods by which the old evils of scattered and 
immobile reserves are being eliminated. 

District Centralization of Bank Reserves 
The federal reserve act as originally passed 
provided for the gradual withdrawal of legal 
reserve money from deposit in the banks of re- 
serve and central reserve cities. All such de- 
posited legal reserves were to be withdrawn by 
the end of a three-year period beginning with the 
date of the inauguration of the federal reserve 
system. Accordingly, after November 16, 1917, 
all legal reserve money of member banks, the 
law required to be held "in the vaults of the mem- 
ber banks or in the federal reserve bank, or in 
both, at the option of the member bank" (section 
19 of Act ) . In conformity with this requirement 

(9) "lo saspend or remore any officer or director of any federal rc- 
Btrve bank. . ." (3) "To suspend, for the Tiolfltion of any of the 
provisions of thi f i act, the operations of any federal reserve bank, 
to take possession thereof, administer the same during the period 
of suspension, and, when deemed advisable, to liquidate or re- 
organize such bank." (4) "To exercise general supervision orer 

Bftid federal reserve banks." Federal Reserve Act, Sectlao 
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tbe percentage of the legal reserves of memba 
banks kept on deposit in the banks of reserve tmi 
c^itral reserve cities declined very much by 
- summer of 1917. On June 21, 1917, an ^mend-jl 
/ ment was passed to the federal reserve act requiM 
X ing every bank, banking association or trust ccm-i 
\) pany belonging to the federal reserve system to] 
' I . /JNjnaintain its entire legal reserve in the form of t 
7 f deposit at the federal reserve bank of its district 
J Thus by about five months the time was antici- 
pated when legal reserve money of member banks 
should cease to be kept on deposit in banks other 
v-w than federal reserve banks. The time therefore 
arrived in the summer of 1917 when commercial 
banks belonging to the federal reserve system 
ceased tying up their legal reserve money by de- 
positing it in the banks of our money market 
centers there to be loaned out at call to specu- 
lators on the stock and produce exchanges. This 
/divorcing of the legal reserves of nearly 8,000 
commercial banks from the speculative and capi- 
tal loans of the stock market — ^mainly that of 
Wall Street — is one of the big achievements of 
the federal reserve system. The federal re- 
serve law, as amended, recognizes only one form 
of legal reserve, and that is a member bank's de- 
posit in its federal reserve bank. Member banks 
may keep as much or as httle casli on hand for 
till money as they wish to. They may keep bal- 
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ances in other banks if it suits their convenience 
to do so — all that is their own affair for which 
their responsibility is to their stock holders and 
their customers— but their legal reserve, the re- 
serve which the Government looks upon as the 
rniniTniim below which the pubUc interest de- 
mands that banks should not go, that reserve 
must all be kept on deposit in federal reserve 
banks, the nation's reservoirs of reserve money. 
, For reasons that will soon be made clear the 
I ^concentration of the country's reserve money in 
a few large reservoirs makes possible a much 
more efficient use of each doUar of reserve money 
than imder the old system of scattered reserves, 
and, as a result, the legal reserve requirements 
have been greatly reduced. The percentage 
reserves at present required against demand de- 
posits and time deposits are as follows:* 

Demand Deposits, Time Deposits, 
Deposits Psy- 



:., Deposits Pay- 
able Within 
30 Days 



able After 30 
Days Notice 



Banks 
Central reserTe city banks, 
Reserve city banks, 10 8 

Conntry banks, T t 

* Banks located in the outlying districts of a central reserve 
tity or a reserve city, or banks located in territory added to attch 
n city by the extension of Its corporate charter, may, npon the 
affirmative vote of five members of the federal reserve board, re- 
dace their legal reserves to the percentages required of country 
banks. In the case of banks located in central reserve cities the 
redaction may be authorized to the percentage required of conn- 
try banks or merely to that required of reserre C 





On November 1, 1918, the twelve federal resem 
banks held deposited reserves of other banks to 
the amount of $l,442^imUions. .Reserve money 
collected in a few large reservoirs is quickly 
available in large quantities either for export or 
for domestic use, and the fact that it is readily 
available in large quantities inspires public con- 
fidence and lessens the danger of financial paniy 
<;^When the public knows that gold in abundaflce 
)is available on demand it does not want it, 
( except to meet the normal demands of intema- 
) tional trade. The federal reserve banks, of 






course, do not keep on hand all the reserve money 



deposited by member banks. Like other banks, 
I they invest it. The law, however, requires them I 
I to keep a reserve of thirty-five per cent against 
I deposits," and it is their established policy to 

maintain reserves much larger than this normal 

legal pitnimiim . 

MobiUzation of Reserves 
A corollary to the district eentrahzation of re- 
serves is their mobilization. Reserve money must 
not only be piped into a few large reservoirs, but 
these large reservoirs must be piped together, and 
there must be a pumping engine of sufficient 
power to force the reserves promptly and in large 
quantities to any place desired. The federal re- 

B See pages 58-60. 
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serve system creates just this machinery. It pro- 
vides numerous devices by which reserve money 
can be quickly moved from pkces of redundancy 
to places of scarcity. A few of the more import- 
ant of these devices will be briefly described here, 
while others will be discussed later in connection 
vpith the general topics of currency and credit 
elasticity and the transfer system. Let us con- 
sider first the inter-district mobility of reserve 
money, namely the movabihty of reserves from 
one federal reserve district to another; and sec- 
ond, the intra-district mobihty of reserves, or the 
movability of reserves within the boundaries of 
one district. 

Inter-District Mobility 
Broadly speaking there are three ways in which 
the federal reserve law has increased the inter- 
- district mobility of reserve money. They are: 
V (1) Rediscounting by one federal reserve bank 
k for another. (2) Open market operations of fed- 
eral reserve banks. (3) Creation of a broader 
discount market for commercial paper. 
Rediscounting by one Federal Reserve Bank for 
Another 
Under the old banking system, as we have seen, 
in time of emergency, each bank held tight its 
own reserves, or, to change the figure, "sat firmly 
on the lid." In the controversy for banking 
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foim, which culminated in the federal reserve act. I 
the advocates of a single central bank contended 1 
that a system of eight to twelve banks like that 
proposed in the federal reserve bill would pe^ 
petuate the old evil by leading to the same sort 
of scramble for reserves, in time of emergeo^t 
among the different federal reserve hanks, that 
had formerly existed among the individual banks 
of the country. Specifically to meet this danger 
a provision was inserted in thp act ( Section II} 
^powermg the federal reserve board "to pem iit. 
or. OP the affirmative note of at least five m em- 
bers of the reserve hoard to require federal re - 
serve banks torediscount thp Higcnngt ed paper of 
other federal res erve hank s at Tfl**"i of int?rp'it tft 
be fixed by the federal reserve b oard." This 
means that in case there is an exceptionally heavy 
demand for reserve money in any section of the 
country — a demand heavier than the banks of 
that section can reasonably meet — the reserve 
hanks in other sections where money is more 
plentiful will come to the rescue, either voluntar- 
ily or under compulsion of the federal reserve 
board, and will rediscount the paper of the reserve 
bank in the section under financial stress. This 
process, of course, will cause a flow of cash from 
the reserves of the former banks to the reserve of 
the latter, thereby easing the money market in tiie 
threatened section. 
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After the United States entered the war there 
developed a strong tendency for a compensatory 
movement of reserves among the federal reserve 
banks. Reserves of some of the banks frequently 
fall rapidly while those of others are rapidly ris- 
ing, often with little or no change in the reserve 
position of the twelve federal reserve banks aa » 
whole. This compensatory movement is dut 
largely to operations of the government which 
often result in heavy withdrawals of funds from 
banks in one section of the country for the mak- 
ing of payments in another. This situation has 
made it desirable from time to time that one fed- 
eral reserve bank should make advances to an- 
other. At times the federal reserve board has 
taken the initiative in this matter, but apparently 
the hanks, in most cases, have willingly complied 
with the board's request. The twelve federal re- 
serve banks have so far worked very harmonious- 
ly, thanks largely to the frequent conferences of 
the governors and the federal reserve agents both 
among themselves and with the federal reserve 
board, so that it seems improbable that compul- 
sion by the board will often be necessary to re- 
quire the more favorably situated banks to come 
to the rescue of those less favorably situated, in 
time of danger. The reserves of the twelve re- 
serve banks are so closely piped together, par- 
ticularly since the formation of the gold f 
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ment fund (to be described later, pages 75-78), 

I that they may reasonably be considered to be 

closely connected tanks of a single large reservoii. 

Open-Market Operations 

While the federal reserve banks are essentiaDy 
bankers' banks, since their stock is owned ex- 
clusively by member banks and since their only 
regular domestic customers are banks and the 
federal government, it is none the less true that 
Congress found it necessary to confer upon these 
banks certain limited rights of dealing with the 
outside public. The possession of such rights by 
the federal reserve banks appeared necessary, 
first, as part of the machinery for conserving the 
American money market and making their dis- 
^ count rates effective^ and second, as a method of 
profitably employing their funds in times of easy 
money, when member banks are making few calb 

If 9 for example, a federal reserve bank raises its discomit 
rate in order to prevent dangerous loan expansion on the 'part of 
member banks or to prevent an undue outflow of gold from the 
country, it may happen that the member banks may not be con- 
vinced of tlie nee4 oi such precautionary measures, and, not be- 
ing in need of securing funds from tlie federal reserve bank by 
way of rediscount, may ignore the efforts of the federal reserve 
bank to conserve the money market The banks may accordingly 
continue the policy of loan expansion at low discount rates. 
Under such circumstances tlie federal reserve rate would be said 
to be ^Ineffective." To meet this situation and force the banlcs I 
'into line" the federal reserve bank may go into the open market I 
and sell bank acceptances, commercial bills, municipal warrants/ 
and government bonds, and, by withdrawing from the market the 
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upon them for rediscount.' The dealings with 
the outside public so authorized are known as 
"open-market operations," and are provided for 
in sfyj ;j fiTi 14, o f \hf. Apt. Into the details of this 
important section we need not go. For our pur- 
poses it is sufficient to note that federal reserve 
banks may t>u , y and sell in the open market ei ther 
at home or abroad commercial bills of exchange , 
bankers' acceptances, and certain sp ec ified kinds 
of p-nvemment obl igations. Under this authority 
a federal reserve bank m one section of the coun- 
try may buy and sell ehgible commercial paper 
and government securities in any other section of 
the country. Such dealings, of course, tend to 
cause a flow of reserve money from the district of 
the buyer to that of the seller. If the San Fran- 
cisco federal reserve bank, for example, buys 
$1,000,000 worth of trade acceptances, bank ac- 
ceptances and municipal warrants in the open 
market in New York, its settlement cheek to 
whomever paid is likely to be deposited in a New 
York bank, and for that bank to be collected by 

funds received In payment therefor, may tighten the market, and 
force up the discount rate thereby brii^ging the market rate into 
harmony with the federal reserve rate. 

T In the early days of the federal reserve system when the 
member banks were making very little call upon the federal re- 
serve banks for rediscounts or other advances, the federal re- 
serve banks invested substantial sums in municipal warrants and 
bank acceptances in the open market, and by that means corered 
« large part of their numlng ezpensest 
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the New York federal reserve bank from the Sm ' 
Francisco federal reserve bank. Unless offset by 
payments in the other direction, the payment hj 
San Francisco will necessitate a transfer of k- 
serve money, presumably through the "gold set- 
tlement fund,"* from San Francisco to New 
York. If the New York bank, in which the mil- 
Uon dollar check was originally deposited, leaves 
the proceeds on deposit with the New York fed- 
eral reserve bank, federal reserve "reserve 
money" will be transferred from the bank in San 
Francisco to the bank in New York. In this 
manner open market operations transfer reserve 
money from places of redundancy to places of 
scarcity, and tend to maintain a national equi- 
libriimx in our money rates. 

Creation of a Broader Discount Market for Com- 
TJiercial Paper 
The third method by which the federal reserve 
system is rendering more mobile our reserve 
money is through the creation of a broader dis- 
count market for commercial paper. As we have 
already seen, under the old banking system the 
great bulk of American commercial paper was 
essentially local paper with httle or no market 
outside of the community in which it was created. 
The federal reserve system has provided the 

» The gold setUemeitt fund is described on pages TS-76. 
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machinery by which high grade commercial paper 
can be rediscounted throughout the United 
States, and, in this coimection, has sought to en- 
courage by preferential discount rates and other- C 
wise the use of trade acceptances and bank ac- ; 
ceptances — credit devices widely used in Europe, 
When the seller of merchandise draws a trade 
bill upon the buyer at, say, 60 days sight for the 
amount of the bill, and the buyer writes across 
its face "accepted" and signs his name with the 
date of acceptance, a credit instrument is created 
which has very pronounced advantages over the 
open-book account, from the standpoint of the 
seller, the buyer and the bank. The seller has a 
definite acceptance of the goods which the buyer 
cannot question in the future without very good 
reason; he has a promise from the buyer to pay at 
a definite date ; and he has the buyer's obHgation 
expressed in the form of a negotiable instrument 
which is highly liquid, and which enjoys prefer- 
ential rediscount rates at all federal reserve banks 
and therefore presumably at the seller's local 
bank and in the open market. The buyer of the 
merchandise who accepts the biU places his credit 
standing at a higher level than it would be if he 
I bought on open book account. His improved 
credit should enable bim to buy on better terms. 
Having his accounts thlis given definite maturi- 
ties he is less likely to be tempted to overbuy than 
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be would be under tbe loose open-book axsnxBd 1 
method. The buyer is also a seller, and if Ik 1 
uses trade acceptances in connection with his pur- 
chases he is in a stronger position to denuud 
them in connection with his sales. From the 
banker's point of view the trade acceptance is an 
ideal form of commercial paper. It bears two 
names, usually carries with it evidence that it 
represents a self-liquidating commercial t^ansa^ 
tion and not an accommodation loan, it is almost 
certain to be paid at maturity and not to seek 
renewal, is not subject to the provision of the 
national banking law which prohibits a national 
bank from loaning to one customer an amount in 
excess of ten per cent of the bank's capital and 
surplus (Revised statutes, section 5200), and it 
is very easy to turn into cash before maturity 
\ either by sale in the open market or by rediscount 
i at a federal reserve bank because of the prefer- 
' ential discount rates given such paper. The trade I 
acceptance is therefore incomparably more liquid i 
than the open-book account, and, other thinga l 
equal, is more liquid than one-name paper. I 

Even more liquid than the trade acceptance, 
because the acceptor is ordinarily of more widely 
recognized financial standing, is the domestic 
bank acceptance authorized by the federal re- 
serve law." The bank acceptance is similar to the 

> The statutoiy provlsloiis concernlog bank acceptances will 
be fonnd In Bcction 13, puograpb S of tbe federal reserve *ct 
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trade acceptance. It differs, however, in the fact 
that the seller of the merchandise draws his bill 
not upon the buyer but upon the buyer's bank, 
which accepts the bill for the buyer whose finan- 
cial standing is known to the bank and who has 
arranged with the bank in advance to lend him 
its credit in this way. The seller of the merchan- 
dise having received an acceptance of the bill 
from the buyer's bank may discount the bill at his 
own bank or sell it in the open market if he does 
not wish to hold it untU maturity. The type of 
domestic bank acceptance made eligible for re- 
discount at federal reserve banks covers biUs hav- 
ing not more than 90 days, exclusive of days of 
grace, to run which grow out of transactions in- 
volving the domestic shipment of goods, provided 
that documents conveying or securing title are at- 
tached at the time of acceptance; and it covers 
bills not exceeding the above-mentioned maturity 
which are secured at the time of acceptance by a 
warehouse receipt or other such document con- 
veying or securing title covering readily market- 
able staples. 

Inasmuch as bank acceptances and high grade 
trade acceptances, enjoying as they do preferen- 
tial rates of discount at the federal reserve banks, 
have a wide market, their increasing use is caus- 
ing more and more paper to flow away from the 
banks in sections of the country where the dis- 
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count rate is relatively high to be discounted 
the banks of those sections where the rate is lelv 
tively low. Such a flow of commercial papeii 
from the dear markets to the cheap ones, obvi- 
ously causes a counter-flow of bank reserves frwn 
the cheap markets to the dear ones and thereby j 
tends to reestabhsh an equihbrium in discount 
rates. Of course, this flow is not an absolutely 
free one and perfect equihbrium is never ob- 
tained. The point is, however, that the widening 
marketabihty of our commercial paper under the 
federal reserve system is making this flow of re- 

I serve money much less sluggish than it was for- 

I merly. 

Intra-Distnct Mobility of Reserves 
The forces, which act for the increasing mo- 
bihty of reserve money within the boundaries of 
a federal reserve district, are essentially the same 
as those just explained for that between districts. 
Obviously paper of wide acceptability flows from 
place to place within a district more freely than 
paper whose merits are less widely recognized; 
and, within a district as between districts, the 
widely marketable paper flows from the places 
where discount rates are high and bank funds are 
scarce to the places where the rates are low and 
funds are more plentiful. Furthermore, the 
bank reserves of the district which have been 
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piped to the one reservoir, namely, the federal re- 
serve hank, can be readily pumped to the banks 
of any section where funds are in heavy demand. 
If banks throughout the district were rediscount- 
ing in moderate sums with the federal reserve 
bank, and if a sudden emergency should cause an 
exceptionally heavy demand for funds in any sec- 
tion, the federal reserve bank could raise its rate 
of discount, thereby reducing the rediscoxmt de- 
mands of the banks less urgently in need of 
funds, and could then turn larger amounts into 
the section where the demand was heaviest. Ad- 
ditional funds could be secm-ed by the federal re- 
serve bank within the district (as well as outside) 
by the sale in the open market of securities held 
in its "secondary reserve." 

In the illustrations so far given we have as- 
sumed a fixed amount of banking funds, and have 
shown how these funds can be readily mobilized 
under the federal reserve system and concentrated 
at the points where they are most needed. The 
problem of meeting unusual calls for banking 
funds is, however, an easier one under the federal 
reserve system than the above discussion impUes. 
The reason is that under the new system there 
exist in addition certain elastic elements in our 
supply of bank funds. These wiU be considered 
in the next chapter. 
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CHAPTER VII 

Cbedit Elasticity Undeb the Fedebai. Bt^' ^ 

SEETE System 

Both bank-note currency and deposit or check 
currency are more elastic under the new system 
b than under the old. 



Bond-Secured Bank Notes 



i 



In order to prevent the alleged danger of ao 
undue contraction of the currency and to protect 
from loss the banks owning the two per cent 
bonds, which were largely pledged with the Gov- 
ernment as security for national bank-note circu- 
lation and which by reason of the circulation 
privilege had a value far above their investment 
value, the Government decided not to withdraw 
from circulation at once the old bond-secured 
hank notes. The federal reserve law accordingly 
continued the circulation of these notes, but con- 
tained provisions looking toward their gradual re- 
tirement. From the time of the enactment of the 
federal reserve act (December 23, 1913) to 
February 1, 1920, the national bdnk notes in cir- 
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culation were only reduced, however, from $726 
millions representing about 21 per cent of our 
total monetary circulation to $655 millions, rep- 
resenting about 11 per cent. To this sum there 
should be added, to be accurate, $201 millions of 
so-called federal reserve bank notes which are 
merely bank notes of the old type that are issued 
by the federal reserve banks instead of by the na- 
tional banks. They are secured by a specific de- 
posit, with the United States treasurer, of bonds 
or of certain short -time obligations of the United 
States. Up to the early fall of 1918 these federal 
reserve bank notes were of comparatively little 
consequence, bvit with the gradual substitution of 
them, for silver certificates and silver dollars in 
circulation, since that time, under the provisions 
of the act of April 23, 1918, they have been as- 
suming increasing importance. 

Federal Reserve Notes 
The notes upon which the federal reserve sys- 
tem places its sole reliance for bank-note elas- 
ticity are the so-called federal reserve notes. 
These notes, which are obligations of the United 
States Government and are "first and paramount 
lien on all the assets" of the issuing federal re- 
serve banks, have back of them specifically 
pledged with the federal reserve agent to the 
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amount of 100 per cent certain forms of high 
grade collateral. This collateral may consi^of: 
( I ) Paper endorsed by member banks and arawn 
for strictly commercial, industrial or agricultural 
purposes, or for the purpose of carrying or trad- 
ing in securities of the United States Govern- 
ment, in other words, paper of the type hereafter 
described' which is eligible for rediscount at a 
federal reserve bank. (2) Bills of exchange en- 
dorsed by a member bank and bankers' accept- 
ances bought by the federal reserve bank in tiie 
open market. (3) Gold and gold certificates. 

Except under special circumstances, to be ccm- 
sidered later,'' a gold reserve of not less than 40 •' 
per cent must be kept by each federal reserve 
bank against its outstanding federal reserve 
notes. Gold specifically pledged with the federal 
reserve agent as collateral for the notes may be 
cotmted in making up this 40 per cent reserve, as 
may also gold kept in the redemption fund with 
the treasurer of the United States at Washing- 
ton for the redemption of the notes. 

Elasticity of Federal Reserve Notes 
As regards the matter of elasticity, these notes 
have in a high degree the quality of expansibil- 

1 Pages 81-«3. 
a Pages S3-5*. 
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ity, namely, of having their circulation easily in- 
creased in times of need. If member banks in a 
given section of the country need an increased 
supply of currency to meet local demands, they 
may rediscount eligible paper with their federal 
reserve bank and take the proceeds of the redis- 
counts in federal reserve notes, which pass read- 
ily as hand-to-hand money and are satisfactory 
till money for the banks. The federal reserve 
bank, if its supply of notes is inadequate, secures, 
on application to the federal reserve agent, addi- 
tional notes by depositing with the agent the re- 
discounted paper or other ehgible paper in its 
portfoho. This process may continue as long 
as the federal reserve bank has paper available 
for deposit with the federal reserve agent and 
its gold reserve does not fall below the normal 
legal minimum of 40 per cent. In case of great 
emergency, however, the federal reserve board 
may permit a reduction of the note reserve below 
4)0 per cent, provided it imposes a graduated tax 
upon the amount of the deficiency — a tax which 
must be added to the rates of interest and dis- 
count fixed by the federal reserve board. Fur- 
thermore, to meet extreme emergencies the board 
is authorized "to suspend for a period not exceed- 
ing thirty days, and from time to time to renew 
such suspension for periods not exceeding fifteen 
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dayi any reserve requirement" specified by & 
Actu It is thuB seen that the federal reserve notu 
have Hin|ile power (if expansion in time of emo- 
({eiicy am) that t}icre no longer exists a stone-wiU 
limit beyond which expansion cannot go andgb 
promptly. There is no fixed limit, but beyondi 
orrlniti p<iint further expansion can be secured 
(inly at n rapidly increasing expense to tlioK 
wiNhltiK the notesN 

Till! notes issued by federal reserve agents 
to the twelve federal reserve banks amounted 
tn $H,aaa millions on February 20, 1920. Bade 
of these note« tliere was helc) by the twelve fed- 
eral reserve agents the following collateral: 
Millifou 

(I) (Jold eoin and certificates $241 

(51) Gold in redemption fund at 

Washington 108 

(fl) Gold with federal reserve board 807 
(4) Eligible paper, {representing 
$7ftll iniUioiiH above the minimum 
required by law) 2,884 

Total $8,985 

The figures sluiw that 36 per cent of the fed- 
eral reserve notes issued were backed dollar 
for dollar by gold collateral. The total gold 
resources of the twelve federal reserve banks on 
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f the above date were $1,970 millions, which on the 
basis of the 40 per cent reserve required by law 
would represent a gold reser\e sufficient for 
a circulation of $3,526 millions federal reserve 
notes, after setting aside the legal minimum law- 
ful money reserve of 35 per cent against deposits. 

, This would increase by about 18 per cent the 
amount of federal reserve notes in actual cir- 
culation on February 20, 1920. Olviously there 
still resides in the federal reb " e system some 
power of note expansion— a power which, in the 
present conditions of currency and credit inlla- 
tion, should be used, if at aU, mth extreme 
caution. 

For the purpose of contracting the circulation 
of federal reserve notes when the business de- 
mands for currency decline, the machinery is as 
follows. When the demand for notes in the 
pockets of the people and the tills of merchants 
falls off, as it does, say, after the harvesting sea- 
son in the autumn, the surplus notes are deposited 
by the pubUc in the banks. Inasmuch as national 
banks cannot count these notes in their vaxdts as 
legal reserve money, they will tend to send to 
their federal reserve banks for deposit any notes 
they receive in excess of the amount needed for 
till money. Notes which were issued by the fed- 
eral reserve bank of the district may thus be with- 
drawn from circulation. Notes so received whid) 



i 



[ 



^1 



M THE A B C OF THE 

were issued by other federal reserve banks ut 
sent back to the issuing banks. On this subject 
the law says: "Whenever federal reserve notes 
issued through one federal reserve bank shall be 
received by another federal reserve bank, they 
shall be promptly returned for credit or redemp- 
tion to the federal reserve bank through whidi 
they were ori/jinally issued or, upon direction of 
such federal reserve bank, they shall he forwarded 
direct ta '"^e 'i, .surer of the United States, to 
be re'.ired. No federal reserve bank shall pay 
iut notes issued through another under penalty 
of a tax of ten per centum upon the face value of 
notes so paid out" (Section 16). This require- 
ment that federal reserve banks shall send back 
promptly the notes of other federal reserve banks 
will obviously increase in its effectiveness as a 
means of currency contraction with the increase 
in the number of branches of federal reserve 
banks established throughout the country. 

Another device calculated to encourage the re- 
tirement from circulation of bank notes whenever 
they become redundant is the provision of the 
law authorizing the federal reserve board to 
charge such a rate of interest as it may deem de- 
sirable on federal reserve notes uncovered by 
gold or gold certificates issued to federal reserve 
banks. 
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The fact that federal reserve notes are not 
legal tender is believed by some to exercise an in- 
fluence in the direction of causing their retire- 
ment when they become redundant. In view of 
the fact, however, that the question of legal ten- 
der is rarely raised in connection with money 
which is not depreciated, it is doubtful if the lack 
of legal tender adds anything to the "ho min g 
quality" of the notes. 

Elasticity of Deposit Currency 
Elasticity of deposit currency, although it has 
not received the attention in our economic liter- 
ature received by elasticity of bank-note cur- 
rency, is of greater importance because the 
amount of business done by means of deposit cur- 
rency is many times larger than that done by 
means of bank notes.* Prior to the establishment 
of the federal reserve system, as we have seen,* 
our deposit currency, although not as inelastic as 

• The estimates of Professor Irving Fisher give for the year 
1913, the last antebeUnin jear, the average rate of monetsry 
turnover for the country as 91, and the total amount of business 
effected by deposit currency as 9Mfi billion. The bank-note dr- 
cnlation for July 1 of that year was 9T59 raiUion, which multi- 
plied by the average rate of monetary turnover would give the 
total business transacted by means of bank notes as SIfl billion, 
or a sum equal to only 1/9T of tliat transacted by means of de- 
posit currency. 

«See pages IT-IS. 
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our bank-note cxirrency. was none the less defi- 
cient in the quality of elasticity. How has the 
federal reserve system remedied this defect? 

We have just seen how by increasing the mo- 
bility of bank reserves, the federal reserve system 
has enabled bank funds in the form of deposit 
credits to flow quickly to any section of the coun- 
try where bank funds are much needed. This 
mobility of fimds is often spoken of as deposit- 
credit elasticity. In the present discussion, how- 
ever, we are using the word elasticity in its stricter 
sense of "expansibility and contractiUty," and 
do not include in the term mere mobility of funds, 
namely, their capacity to move quickly and vrith 
little friction from one place to another. 

The federal reserve system increases t.bp pI^i- 
t icity of o ur deposit currency in a. nnnjhftr of 
ways. Ihi the first place, it has removed the rigid 
legal reserve requirements of our former national 
banking system and has put in their place much 
less rigid ones.) The only legal reserves now re- 
quired of national banks are the deposited re- 
serves in the federal reserve bank. For till money 
banks are permitted to hold in their own vaults 
as much or as little money as they individually 
need, and the kinds of money they desire. 

Federal reserve banks in turn are required to 
keep against deposits a legal reserve of lawful 
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money equivalent to 85 per cent. Unlike mem- 
ber banks, however, the federal reserve banks are 
not strongly pressed by competition and by the 
desire for profits to take up all the slack and re- 
duce their reserves in ordinary times to this nor- 
mal legal minimum. There has been no evidence 
that federal reserve banks will keep their credit 
extended to the legal limit, as individual banks 
have so widely done in the past. Despite the 
urgent need of funds brought about by war con- 
ditions, our federal reserve banks have adopted ] 
the policy of maintaining reserves well above the 
legal minimum. They have little profiteering 
motive to reduce their reserves to a dangerously 
low figure, because all the profits of federal re- ^ 
serve banks above a six per cent cumiilative divi- I 
dend to the stock owned by member banks go to / 
the Government." Fortunately there has ap- 

BThe law (as amended March S, 1019) provides that after the 
6 per cent cumulative dividend claims have been met, the net 
earnings of each bank shall be paid to the United States as a 
franchise tax; except that the whole of such net earnings shall 
be paid into a surplus fund until the surplus shall amount to 100 
per cent of the subscribed capital stock. After thla 100 per cent 
surplus fs accumulated, 10 per cent of the net earnings, above 6 
per cent dividend charges is to be added annually to the surplus. 
Upon the liquidation of a federal reserve bank or the withdrawal 
of a member bank none of this surplus goes to the member banks, 
Ultimateiy it all goes to the Government 

Although the federal reserve banka are administered with 
the primary object of public service rather than profit, the; have 
none the less realised good proflts on the capital invested. For ^ 

the year IBIT the net earnings for all 19 banks represented 18.9 ^^^^M 

Lper cent of the average paid-in capital, for the year 191B 1i&.^^^^^M 
per cent, and tor the year 1919 93.S per cent ^^^^^ 
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/peared no evidence of competition among the 
// federal reserve banks to see which can show the 
T largest profits. Under the leadership of the fed- 
t eral reserve board, the great emphasis has been 
\ on competition for public service. The result is 
that the federal reserve banks have been con- 
serving their strength for times of emergency. 
Under such circumstances the federal reserre 
banks should have substantial powers of credit 
expansion to call upon in times of emerg^i^, 
before their reserve position is forced down to 
anything like the 85 per cent legal limit. 

This limit itself, however, is not a r i gid one . 
It mi^ be passed mfe3BrtrfSxlreme"emergencJ^, 
although only by paying a price. The federal 
reserve law provides, as we have previously 
noted, that the federal reserve board may "sus- 
pend for a period not exceeding thirty days, and 
from time to time . . . renew such suspension for 
periods not exceeding fifteen days, any reserve 
requirement specified in this act: provided, that 
it shall establish a graduated tax upon the 
amounts by which the reserve requirements" 
against deposits are permitted to fall below the 
level of 3d per cent (Section 11). Inasmuch as 
this tax would presumably be added to the rate of 
discoimt charged by the reserve bank, there would 
be an increasingly heavy charge upon loans made 
when the reserve was below the normal legal 
minimu m. NoBe the less, audi Aoana covMl \» 
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made without limit to those who could give the 
security and would pay the price. 

The most important device of the federal re- i^ 
serve system for securing elasticity of deposit 1 1 
currency, as well as of bank-note currency,' is/ \ 
found in the machinery enabling member banks/ ^ 
to borrow funds of their federal reserve bankJ , 
Funds so borrowed, when left on deposit with the 
federal reserve bank, serve as legal reserve money 
for the member banks. The making of such loans 
to member banks is one of the chief functions of 
federal reserve banks. "RmaHly sppaking t.hp 
loans are of twn kinds, rpdispniints. and loans on 
collateral. Let us consider briefly each of these 
types of loans. 

Bediscoimt 
Federal reserve banks always stand ready to 
rediscount in time of need eligible paper for mem- 
ber banks. 

■ A member bank, »t,j e, country bonk, whose reserre Is in 
danger of running below the 7 per cent of demand deposits, and 
9 per cent of time deposits, required by law, or which Is in need 
of more cash for till money, may take, gay $10,000 of Its eligible 
commercial paper to its federal reserve bank and have it re- 
discounted for, say, 60 days at 4% per cent The proceeds would 
be VSfiSS, which at T per cent would represent a legal reserve 
sufficient for $141,Tlt of demand deposits, and would therefore 
greatly increase the bank's lending power. Any part of the pro- 
ceeds of the rediscount In excess of that needed to maintain the 
bank's 7 per cent legal reserve with the federal rese 
could be cbMked against and taken in cash, presumably in led- 
eral reserve BoteM, tor the banlc's till ounw:^. 
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Fop the purpose of keeping the assets of fed- 
eral reserve banks liquid, the law and the itd- 
ministrative regulations of the federal reserve 
authorities place rigid limitations upon the kinds 
of paper eligihle for rediscount. These limita- 
tions have reference both to the length of time 
the paper is to run, and to the purpose for which 
it is issued. As to time, notes rediscounted must 
have a maturity at the time of rediscount of not 
more than 90 days (exclusive of days of grace) ; 
except that a limited amount of bills drawn for 
agricultural purposes or based on hve stock may 
be rediscounted, provided they have a maturity 
not exceeding six months (exclusive of days of 
grace) . As to the purpose for which the bills are 
issued, the law limits rediscounts to two classes of 
paper. They are : ( 1 ) Notes, drafts and bills of 
exchange bearing the endorsement of a member 
bank and "arising out of actual commercial trans- 
actions," that is, issued or drawn "j^r agricul- 
tural, industrial, or commercial purposes, or the 
proceeds of which have been used, or are to be 
used for such purposes"; and (2) Notes, drafts 
and bills of exchange bearing the endorsement of 
a member bank and issued or drawn for the pur- 
pose of carrying or trading in "bonds and notes 
of the Government of the United States." Ex- 
cept for United States Government securities, 
the law specifically prohibits the rediscounting 




FEDERAL RESERVE SYSTEM 




by federal reserve banks of paper issued or 
drawn "for tbe purpose of carrying or trading in 
stocks, bonds, or otber investment securities." 

Collateral Loans 
The second type of loan is the discount of col- 
lateral notes of member banks. These notes must 
be for periods not exceeding fifteen days, and the 
only permissible collateral is "such notes, drafts, 
bills of exchange, or bankers' acceptances as are 
eligible for rediscount or for purchase by federal 
reserve banks," and bonds or notes of the United 
States Government. There was no provision in 
the original act for collateral loans, but experi- 
ence soon showed that member banks frequently 
wished to secure from federal reserve banks ad- 
vances for brief periods, so brief that they were 
reluctant to rediscount customers' paper for the 
purpose. To meet the difficulty an amendment 
to the federal reserve act was passed September 
7, 1916, authorizing these short-time collateral 
loans. The authority to make such loans has 
proven to be particularly useful in connection 
with the financing by the banks of Liberty bond 
purchases either for themselves or for their cus- 
tomers — purchases which are likely to involve 
heavy drains upon the banks for very brief 
iods. During the years 1917, 1918, and 1919 
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these collateral loans have constituted by far the 
most important form of advance made by federal 
resei've banks to member banks. The great hulk 
of them are secured by United States certifiratM 
of indebtedness and Liberty bonds. 

Contraction of Circulating Credit 
So far we have been speaking of the elasticity 
of deposit currency under the new banking sys- 
tem in the direction of expansion in times of in- 
creasing currency demand. The contraction of 
deposit currency, as soon as the need for it 
falls off, is brought about by the pressure of 
high discount rates, to which the pressure of the 
graduated tax is added. This double pressure 
' encourages borrowers to pay off their loans. 
This fact, and the increasing restrictions which 
federal reserve banks place upon rediscounts as 
money market conditions become easier, tend 
to contract the circiJation of deposit currency 
and restore the reserves to a normal condition. 
In this respect a great public responsibility 
rests upon the federal reserve authorities to\ 
conserve the banking strength of the country/ 
in times of easy money, so that it can be called^ 
upon in times of emergency. Some critics of the 
federal reserve system believe that the machinery 
it provides for contracting both deposit and bank- 
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note currency, in times of currency redundancy, 
needs strengthening. Upon this subject it is 
difficult as yet to pass a safe judgment because 
times have been so abnormal since the system 
went into operation. 

There is no question but that the federal re- 
serve system has added greatly to the elasticity of 
both our deposit currency and our bank-note 
currency. 
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tern of pyramiding the legal reserves of national 
banks by permitting them to be deposited to a 
large extent in other national banks was a bad 
one and should be done away with, it was natur- 
ally forced to provide a machinery to take the 
place of the reserve and central reserve dty cor- 
respondait banks for the work of collecting out- 
of-town checks. If the country bank was no 
longer to be permitted to count a deposit with its 
city correspondent as legal reserve mcHiey, but 
was to be compelled to maintain its entire legal 
reserve on deposit with its federal reserve hank, 
it would naturally withdraw or at least greatly 
reduce its deposit balance with its correspondent 
banks. But under such circumstances who would 
collect its out-of-town checks and otherwise serve 
it in connection with out-of-town business? The 
city bank, no longer holding the country bank's 
reserve deposits, would no longer be disposed to 
perform without charge these services for the 
countzy bank; and further, having ceased to be 
the country bank's reserve agent, the city baxik 
would be very likely to compete for some of the 
country bank's most attractive business. Obvi- 
• ously if the new federal reserve banks were to 
displace city correspondent banks as the holders 
of the country banks' deposited reserves, they 
should also perform for the country buiks the 
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service of collecting or clearing their out-of- 
cbecks.' To this end the federal reserve act pro- 
vides that the federal reserve board "may at its 
discretion exercise the functions of a clearing 
house for . . . federal reserve banks, or m&y 
designate a federal reserve bank to exercise sadi 
functions, and may also require each such bank to 
exercise the functions of a clearing house for its 
member banks" (Section 16). The same section 
of the law also requires federal banks to "receive 
on deposit at par from member banks or from 
federal reserve banks checks and drafts drawn 
upon any of its depositors, and when remitted by 
a federal reserve bank, checks and drafts drawn 
by any depositor in any other federal reserve 
bank or member bank upon funds to the credit of 
said depositor in said reserve bank or member 
bank." 

Member banks are permitted to make collec- 
tion and exchange charges on customers sufficient 
to cover the actual expenses involved in the col- 
lection and remittance of funds. The federal re- 

1 Dr. H. Parker Willis, formerly Secretary of the Federal Rescrre 
Board, states concisely the distinction between collecting and 
clearing checks, aa follows: "A check is said to be collected when 
It is sent home to the back on which it is drawn, and arrange- 
ment is made to remit the proceeds; it is said to be cleared when 
the bank receiving it offsets It against checks In favor of the in- 
stitution by which it ts to be paid, and then collects or remits 
only the balance, U any." The Federal Reserve, page 393. 
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serve board is authorized to fix collection charges 
for items handled through federal reserve banks. 
The problem of establishing a satisfactory 
clearing and collection system was looked upon 
as perhaps the most difficult and complicated one 
confronting the federal reserve authorities in the 
early days of the new system. At first the fed- 
eral reserve authorities moved slowly and allowed 
the different reserve banks a wide discretion in 
the matter of arrangements for the clearing and 
collection of cheeks. Moreover, in most districts 
the utilization of the clearing and collection sys- 
tem established by the federal reserve bank was 
optional with member banks. Some joined the 
system and many did not. It early became evi- 
dent that to be really efifective a clearing and col- 
lection system needed to be approximately uni- 
form in its workings throughout the country and 
to embrace the largest possible number of banks; 
a system in which a moderate number of banks 
utilized the federal-reserve clearing and collec- 
tion system and a large mmiber handled their 
checks in the old way was unsatisfactory. It 
meant a wasteful duplication of machinery an- 
alogous to that which exists when a city has two 
separate telephone services. After nearly two 
years of experimentation, therefore, the federal ' 
reserve board promulgated a clearing and col- 
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lection system, wfaidi was put into operatioD Ju^ 1 
5, 1916, in all federal reserve districts — a syiten | 
whose privileges under certain limitatioDS i 
extoided by an amendatory act of June 21, Iftll, ' 
to qualifying banks which are not r^iilar ma 
hers of the federal reserve system. 

Present Clearing and Collection System 
Briefly summarized, the main features of the 
new plan, as revised to date (November 1, 1918) 
are as follows:* * 

■ Each federal reserve bank exercises the fune- 
tions of a clearing bouse in its district for mem- 
ber banks and for qualified non-member banks, 
known as "clearing member banks." From such 
banks in its district the federal reserve bank will 
receive at par "checks drawn on all member and 
. clearing member banks and on all other non- 
i member banks, which agree to remit at par 
' through the federal reserve bank of their dis- 
trict." Clearing and collection services for mem- 
ber and clearing member banks and for other fed- 
eral reserve banks are also rendered by each fed- 
eral reserve bank in the case of checks received 
from outside the district, which are drawn upon 

' Tbe Federal Reserve Board's rcfised regulationa coiu^eniliig 
the clearing and collection of checks constitute "Regnlation J, 
Series of 1911," and are published in the Federal Reseire BoDe- 
tin of Jnl^ 1, IBIT, pages M9-fi50. 
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Imember and clearing member banks of its £ih' 
I trict and upon all other non-member banks of its 
f district, whose checks can be collected at par by 
the federal reserve bank. These two provisions 
make the field of the par clearing and collection 
system coextensive with the United States and 
provide a machinery for the handling of diecks 
received from practically all important points 
without the district as well as from within the dis- 
trict. AH banks belonging to the clearing system 
are required to pay without deduction checks 
drawn upon themselves, when presented at their 
own counters. On January 15, 1920, there be- 
longed to the federal reserve clearing system 
9,089 member banks and 16,986 clearing member 
banks,' togetlier representing over seven eighths 
of the incorporated banks of the country in num- 
ber, exclusive of mutual savings banks, but repre- 
senting almost all the commercial banking power 
of the country, since the commercial banks re- 
maining outside the system are for the most part 
small ones. At that time the federal reserve 
clearing system was handling about 1,328,000 
checks daily (exclusive of those forwarded to fed- 
eral reserve banks, and their branches, repre- 
senting approximately $567,000,000), or a sum 
equal to about two-fifths of the total clearings of i 
all the clearing houses of the country. 

'Fedo'al Reserve Bulletin, February, \940, ^a^S' '^^^ 



THE A B C OF THE 



il-S2) 1 

s legal 1 



The old eril previously described (pages 21- 
of carrying the "float" as a part of a bank's 
reserve is eliminated by a provision to the effect 
that, although checks received by the federal re- 
serve bank will be immediately credited ( subject 
to final payment) to the bank sending them, the 
proceeds thereof "wUl not be counted as part of 
the minimum reserve, nor become available to 
meet checks drawn until actually collected." If 
the bank sending in checks is not to be permitted 
to draw against the credit which they create until 
they have been collected, obviously the checks 
should not be charged by the federal reserve bank 
against the reserve account of the bank upon 
which they are drawn until suflBcient time has 
elapsed "for the checks to have reached the mem- 
ber bank and for returns in due course to have 
reached the federal reserve banks."* This is the 
rule now in force. 

If a bank's deposit at the federal reserve bank 
is insufficient to cover its legal reserve require- 
ment and in addition to meet an adverse balance, 
which arises against it out of clearing operations, 
it is authorized to ship currency or specie from 
its own vaults at the expense of its federal reserve 
bank in order to cover the deficiency. In case of 

*Set Third Annual Report of Federo] Reserve Board, isM, 
pages t-H. 
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a deficient balance at the federal reserve bank, 
the member bank, of course, also has the privi- 
lege of making good the deficiency by rediscount- 
ing eUgible paper or by discounting with the fed- 
eral reserve bank its own fifteen day notes se- 
cured by eligible collateral. 

In handling items for member and clearing 
member banks, a federal reserve bank acts as 
agent only. 

Under the federal reserve clearing and collec- 
tion system checks are sent to federal reserve 
banks and to member and clearing member banks 
by the most direct routes, and the nimiber of par 
collection points in the United States is made 
almost equal to the number of places of any con- 
siderable size where commercial banks are lo- 
cated. The result is that the new system is rap- 
idly doing away with the old evil of routing 
checks. 

The cost of collecting and clearing checks for 
member and clearing member banks is home by 
the federal reserve banks. For some time ser- 
vice charges of so much per item were imposed. 
But these charges, so far as they relate to cash 
items, were discontinued by an order of the fed- 
eral reserve board effective June 15, 1918.' 

The new system does not deny to member 

I See Federal Reserve Bnlletin, May 1, I91S, pages 3T1-STS. 
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banks and clearing member banks the li^ to 
make a charge against other banks (aside frotD 
federal rcserre banks) and against their own 
ca^tatotn for the colkcti<xi of out-of-town 
checks and drafts receired orer tbetr counto^ 
It does require, howerer, that these charges shall 
be reasonable, the reasonableness to be detenn- 
ined by the federal reserve board, and that in no 
eroit shall the charge exceed one-tenth of one pa 
cent. 

Banks which formerly <jiarged their custo- 
mers excessive rates for collection are according- 
ly being forced by competiticn or by the board's 
regulatioDS to reduce their charges, while an in- 
creasing number of banks appear to be giving up 
all collection charges on demand items- They 
may, as a compensation, require customers to 
carry larger balances, or they may find the ex- 
pense a productive one as an item of advertising. 

Recently the collection service has been ex- 
tended to items other than checks such as promis- 
sary notes, trade bills, time drafts, coupons, ac- 
ceptances and the like, an obvious need if the fed- 
eral reserve banks are to serve member banks aa 
adequate substitutes for the member banks' for- 
mer reserve agents. Such items, when payable at 
places where the federal reserve banks have satis- 
;ory arrangements for collecting checks 
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through banks, are collected by federal reserve 
banks for member banks without any charge 
other than any exchange charge that may be made 
by the collecting bank. Upon items returned un- 
paid, however, there is imposed an additional 
charge of 15 cents, with the object of preventing 
the clogging of the federal reserve collection sys- 
tem with dunning drafts. , 

The Gold Settlement Fimd 
One serious difficulty of the old collection sys- 
tem, as we have seen (pages 22-23), was the need 
of numerous and expensive shipments of cur- 
rency back and forth over the country as the sea- 
sonal stresses in the trade demands for currency 
shifted from one section to another. The new 
system absolutely eliminates the necessity of a 
large proportion of these currency shipments and 
both reduces the expense of those shipments 
which do take place and lightens its burden by 
distributing it. 

The mechanism by which the necessity of a 
large proportion of these currency shipments is 
avoided is that of the Gold Settlement Fund, and 
the separate but similar Federal Reserve Agents' 
Fund. The gold settlement fund, although 
planned in its essentials early in 1914, was not 
estabUshed until June, 1915. The order of the 
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f«ikt«l reserre board establishing this fund* r- 
iluiRii each federal reserve bank to forwani to 
the trc&sun' or the nearest sul>treasury of the 
t'mtvd States for credit to the account of tiie 
mM settlement fund $1,000,000 in gold or gold 
cvrtitivates, and in additi<Mi an amount at least 
oquAJ to its indebtedness due to all federal le- 
Serve banks. These sums are nuide payable to 
the vMxler of the federal reserve board. !Each fed- 
eral re^rve hank is required to maintain a bal- 
mix in the fund of not less than $1,000,000. As a 
uiatter of fact all the banks carry balances very 
uuui.v times as large as this minimum. Credit 
\M the biHiks of the gold settlement fund is 
■i^f^ljmj^ffljl *S A pAft of a federal reserve bank's legal 
The settlement of balances between 
, reserve banks is effected daily through 
, ^^Krtnuuentahty of telegrams sent to the fed- 
* WUi IWHTve biMutl, by transfers of debits and 
(;«^4il|a ML the books of the gold settlement fund^ 
.\ !*f^*rate f\md similarly constituted is the 
^\\ki*l Kvjserve Agrnts' Fund. Federal reserve 
VivuU, *t will b* iwalled, have, large funds in 
^»HK vwt>.K^'. wpwsenting gold- pledged with 
|||04WiV>' '^ federal reserve notes. 

Hlh» ouctuneri- of the gold settlement 
iT^ M»»nl reaervr agents* fund, trans- 
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fers may be ma 
banks, between any fi 
federal reserve agtnt, 
reserve bant or any 
treasury or any 
States. 

TT, r llii |t»*l wlftiil fMJI. Mil lif 

the other transfer fagSHm at Ae Cedend loavc 
banks, these banks azcBovflBaUed to Mike tele- 
graphic transfers of C^idi to Hy part of tte 
United States for ibar wrrtrii m&nt my 
charge whaterer. Tliey hare also beoi able to 
inaugurate a system of fcdenl reserre excfaaa^ 
drafts, according to irfaidi m monber bank may 
draw special drafts on its federal reserre bank 
for amounts not exceeding $5,000, iriiidi are re- 
ceivable for immediate availability at any other 
federal reserve bank. 

The gold settlement fund system of transfers 
has almost eliminated the necessity of shipping 
money (other than federal reserve notes) be- 
tween federal reserve banks. On September 12, 
1919, that fund amounted in round numbers to 
$538 millions, while the federal reserve agents' 
fund amounted to $854 millions, making a total 
of $1,392 millions. The combined clearings and 
transfers for these funds sometimes amount 
over a billion dollars in a week. These opera- 
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tions involve very small changes in the ownentup 
of gold in the funds, sometimes less than 2 pef 
cent of their amount. 

The federal reserve clearing and collection sys- 
tem is therefore providing a means of eliminating 
the evils of the old system. Excessive collection 
charges are rapidly becoming things of the past. 
Banks are enabled to dispense with the necessity 
of tying up large sums in scattered deposits with 
correspondent hanks at low rates of interest for 
the purpose of securing for themselves adequate 
faciUties for the collection of checks. These de- 
posits can now be brought home and the funds 
loaned out at much better interest rates. The 
routing of checks is being eliminated and the 
"float" is being greatly reduced, all of which are 
important gains to the public. Heavy currency 
shipments are avoided, and the expenses of a 
large part of the currency shipments that do take 
place are assumed by the federal reserve banks 
for the member banks. These economies that are 
being realized by the new system are an im- 
portant factor in the forces that have made pos- 
sible the recent great reduction in the reserve re- 
quirements of American banks, a reduction which 
involves a saving of many millions of dollars an- 
nually. . 
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Foreign Exchange 
The federal reserve law has brought about im- 
portant reforms in the matter of financing our 
foreign trade. The rediscount machinery cre- 
ated by our twelve federal reserve banks is doing 
much toward developing an American discount 
market- This development is being expedited by 
the heavy demands for American funds on the 
part of foreign nations, caused by the war and 
by the disruption of foreign money markets. 
Much of our foreign trade that was formerly 
financed through letters of credit, under which 
bills expressed in sterling were drawn, is now 
being financed directly by means of doUar ex- 
change, namely, bills drawn on banks and busi- 
ness houses in the United States and payable in 
dollars. Banks are willing to buy such paper 
drawn in connection with our import and export 
trade, because there is now a ready market for 
its sale and rediscoimt — a market created largely 
by the federal reserve system* Furthermore, 
bank acceptances in connection vrith foreign 
trade are now legalized in the United States, 
under certain restrictions, and importers may 
now arrange with American banks to have their 
foreign exporters draw bills in dollars directly 
on the importer's bank on the United Slates 
while foreign importers may open credits 
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American banks upon which American export- 
lers may draw, the bills being accepted by the 
American bank and sold in the American dis- 
comit market. 

Federal reserve banks have estabhshed agen- 
cies abroad, in England with the Bank of Eng- 
land ; in France with the Bank of France ; in the 
Philippines, with the National Bank of the Phil- 
ippines ; in Italy with the Bank of Italy ; in Japao 
with the Bank of Japan; in Sweden with the 
National Bank of Sweden; and in Norway witii 
the Bank of Norway. The foreign exchange 
division created by the federal reserve board in 
December, 1917, rendered valuable service dur- 
ing the war in stabilizing exchange both with our 
allies and with neutrals. 

Under the provisions of the federal reserve act, 
national banks with a capital and surplus of a 
million dollars or over may be authorized under 
certain restrictions to estabUsh branches abroad; 
and many such branches have already been 
established. National banks may furthermore 
invest to an amount not exceeding 10 per cent 
of their capital and surplus in the stock of banks 
chartered in the United States and principally 
engaged in international or foreign banking or 
banking in American dependencies, or engaged 
in such phases of international or foreign fimm- 
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cial operations as may be necessary to facilitate 
our foreign export trade. In this way a num- 
ber of banks have been established which are 
owned either wholly or in part by groups of 
national banks. 

In order to encom-age American trade and 
the investment of American capital in foreign en- 
terprises, there was added to the Federal Re- 
serve Act on December 24, 1919, an important 
amendment popularly known as "the Edge 
Amendment.'" This amendment authorizes 
the organization of corporations "for the pur- 
pose of engaging in international or foreign 
banking or other international or foreign finan- 
cial operations." The field of operation extends 
to insular possessions of the United States. Cor- 
porations organized under this amendment may 
conduct their business either directly or through 
the agency, ownership, or control of local insti- 
tutions abroad. They may not carry on any part 
of their business in the United States except such 
as, in the judgment of the Federal Reserve 
Board, shall be incidental to their international 
or foreign business. The minimum capital of' 
these corporations is $2,000,000. In addition to 
the right of receiving deposits outside of the 

iTfae amendment is given in full as Sec. 2S (a) of the Fed- 
eral Reserve Act. Appendix, p. 161. 
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United States, they are specifically 
right "to issue debentures, bonds, and promissorj 
notes," but in no erent may a corporation have 
liabilities outstanding in the form of such obli- 
gations exceeding ten times its capital stock and 
surphis. 

There are two important respects in which cor- 
porations organized under this Edge Amendment 
will be affiliated with the Federal Reserve system, 
although these corporations cannot become regu- 
. lar member banks. In the first place, they oper- 
ate under the supervision of the Federal Reserve 
Board which is given by the law large powers of 
examination and control. In the second place, 
any national bank may invest in the stock of these 
corporations, subject to the restriction that its 
total investment in the stock of these corporations 
and of other banks incorporated in the United 
States for foreign business shall not exceed ten 
per cent of the subscribing bank's capital and 
surplus. 

This Edge Amendment has been on the statute 
books only a few months, and it is therefore too 
early to say anything definite as to how it will 
work. There is a widespread interest in the sub- 
ject and the prospects appear to be good for a 
substantial development during the year 1920. 

As a result of the war and of recent changes 
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in our banking system, we are now financing 
directly a large proportion of our foreign trade, 
and while this proportion may decline in the 
future, it will probably never go back to the old 
pre-war figures. As regards the financing at 
home of our foreign trade, the federal 
reserve system was established at the oppor- 
tune time. It is proving to be a great influ- 
ence in the intemationaKzing of American trade '■ j 
and American nnance. 



CHAPTEH IX 



The Federal Tliatmt vK Sms3c asu tttm 'Wmh 



Tbe fourth and Ijst of the gencsml defe ct s of 
the aid hanking systemu wiikii wcze iliii iii— il in 
the earhr part of tins boak» was the d e fectl i e or- 
ganizatian of the aid sirstEm from the atam^anik 
of the federal trcasorv. Hjow is the fedoal re- 
serve ivstem ranedvini^ this defect? 

Tbe provisiuns af die federal lesciMe act ecai- 
ecRiing the deposit of guvenuDcnt funds aie in 
section 13. They are: *^The moneys held in Ac 
general fond of Hir treasoryy except the five per 
centum fund for tiie redemption of outstanding 
national-bank notes, and tiie f imds provided in 
this act for tiie redonpticm of federal l e sciwc 
notes may, upon the directicm of the Secretary of 
the Treasury, be deposited in federal reserve 
banks, vdiidi banks, when required by the Sttre- 
tary of the Treasury, shall act as fisc&l agents of 
the United States; and the revenues of the Grov- 
emment or any part thereof may be deposited in 

84 
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such banks, and the disbursements may be made 
by checks drawn against such deposits. 

"No public funds of the Philippine Islands, or 
of the postal savings/ or any government funds, 
shall be deposited in the continental United 
Stales in any bank not belonging to the system 
estabhshed by this act :,' provided, however, that 
nothing in this act shall be construed to deny the 
right of the Secretary of the Treasury to use | 
member banks as depositories." ! 

Many of the advocates of the federal reserve 
system believed that this section did not go far 
enough. They beheved that the practice of de- 
positing government funds in thousands of 
banks scattered over the country was a vicious 
and expensive one, and wished the new law to 
make the federal reserve bants the depositories 
of practically all general funds, dispensing with 
the use of individual banks as depositories and 
ultimately with the independent treasury system. 
It was felt by many, however, that the immedi- 
ate adoption of such a plan would be moving too 
rapidly and that it was undesirable to limit so 
narrowly the Secretary of the Treasury, who is 

I The law was later amended so aa to authoriie, under certain 
conditions, the deposit of postal savings funds In banks not 
members of the federal reaerre system. See E. W, KemmeTer, 
Postal Savings, pages 112-116, 

> But see page* Sfl-ST. 
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rapoiuible for the safety of govemmeiit foads. 
Tiw extent to which the Secretary of the Trot 
OTT should keep general funds in the fedenl n- 
flerre bmnks, in member banks, and in the sob- 
treisurics was. therefore, left to his discretkn. 
There Appears, however, to have b€«n a widfr 
Mead belief that the federal reserve banks would 
e to an increasing extent the depositories of 
I funds, and that national banks and the 
I would, as time went on, recerre m 
; proportion of these funds. He 
r of the Treasury is a member of the 
• board, and there is much to be 
■rifete few of the proposition that banks desir- 
jft^MPHMMBt funds should present their claims 
fWfe-^ftvMMM to their federal reserve bank, and 
.knJfc W>^ ^"^ funds only by the ordinary 
^l^fcfc^WJfacount. This would simplify the 
l^lhll^WMiKV from the Secretary of the Treas- 
<4^ 1^ ^HiNus task of apportioning funds 
l^lMMkils of individual banks, and dis- 
■s- Ni-^k* from depending upon the Sec- 
;>v*$ury as a sort of grandfather 
>• of need. The federal reserve 
-; ovmtinual dealings with all 
■lUl presumably be in a bet- 
..,^c the comparative needs of 
vv i4mb would the Secretary of the 
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Treasury. Moreover, how could a federal re- 
serve bant place adequate pressure on member 
banks to conserve their strength in time of need, 
to advance discount rates, to contract loans, etc., 
if the member banks could "go around" the fed- 
eral reserve bank and the federal reserve board 
and get funds directly from the Secretary of the 
Treasury? 

For these and other reasons it was expected 
that the Secretary of the Treasury, in the ex- 
ercise of the discretion granted him by the law, 
would deposit his funds in a large and increasing 
degree in federal reserve banks. Events pointed 
clearly in this direction prior to our entrance in- 
to the war. Governor Strong of the New York 
Federal Reserve Bank writes me: "The first de- 
posit of government fimds made by the treasury 
with the federal reserve banks was on September 
4,'1915, when certain special deposits were made 
in a niunber of banks. Later, arrangements 
were made to have the collectors of customs 
and collectors of internal revenues in the twelve 
federal reserve bank cities deposit all of their 
funds in the federal reserve banks and as a mat- 
ter of fact, for a long period prior to the pas- 
sage of the bond act of April 24, 1917, which 
altered the status of public deposits, the federal 
reserve banks had been receiving the principal 
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policy. Such was not a time for withdrawing 
large sums from individual banks. Finally our 
own entrance into the war and the floating of our 
huge Liberty loans rendered a transfer of this 
kind out of the question. In the interest of caus- 
ing a minimum of disturbance to the money t^""'^ 
niarket in the floating of these loans, the Govern- 
ment wisely adopted the policy of keeping the 
funds widely scattered and to as large an extent 
as practicable in the banks of the conununities 
where they were received. The result is that in 
recent times there have been more government [/' 
funds in individual banks than at any previous 
period in our history. The deposit of govern- 
ment funds, moreover, is no longer limited to 
banks that are members of the federal reserve sys- ^ 
tem, since the law under which all government 
bonds and certificates of indebtedness have been 
issued since we entered the war provides for the 
deposit of their proceeds in qualified national 
banks and state banks and trust companies 
against certain approved collateral. Numerous 
nonmember banks therefore have qualified as 
depositories in connection with our Liberty loans. 
What will be the Government's policy in this 
matter after the abnormal conditions resulting 
I from the war have passed, of course, it is impos- ^^J 
B sible to say at this time. ^^| 
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words of President Wilson, made public October 
13, 1917. They apply to the period of recon- 
struction as truly as they did to the period of 
the war: 

"It is manifestly imperative that there should 
be a complete mobilization of the banking re- 
serves of the United States. All who are famil- 
iar with financial operations must appreciate the 
importance of developing to the maximum our 
banking power and of providing financial ma- 
chinery adequate for meeting the very great 
financial requirements imposed upon our country 
by reason of the war. A vigorous prosecution 
and satisfactory termination of the war will de- 
pend in no small degree upon the abihty of the 
Government not only to finance itself, but also to 
aid the governments associated with it in the 
war, which must be kept supplied vrith muni- 
tions, fuel, food, and suppUes of all kinds. The 
banking problem involved is one wluch concerns 
all hanks alike. Its solution does not depend 
upon the national banks alone, nor upon the 
state banks. The burden and the privilege must 
be shared by every banking institution in the 
country. . . . 

"The extent to which our country can with- 
stand the financial strains for which we must be 
prepared will depend very largely upon the 
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APPENDIX A 

COMBINED BALANCE SHEET OF TWELVE FED- 

ERAL RESERVE BANKS, FEBRUARY 20, 1920, 

AND BRIEF EXPLANATIONS OF THE 

VARIOUS ITEMS 

Resources 

Gold coin and certificates in vaolt^ $200,973,000 

Gold settlement fund — federal reserve 

board^ 396,188,000 

Gold with foreign agencies^ 112,822,000 

Total gold held by banks 709,988,000 

Gold with federal reserve agents* 1,150,798,000 

Gold redemption fund** 109,088,000 

Total gold reserve 1,969,814,000 

Legal tender notes^f silver, etc.® 65,626,000 

Total reserves 2,085,440,000 

Bills discounted: 

Bills secured by government war obliga- 
tions^ 1,525,203,000 

All others 883,821,000 

Bills bought in open market* 532,703,000 

Total biUs on hand 2,890,227,000 

U. S. Government long-term securities®. . . . 26,838,000 

U. S. Government short-term securities".. 268,610,000 

All other earning assets" 0,000,000 

Total earning assets 3,185,675,000 
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to avoid shipping risks and expenses, some of the federal reserrs 
banks keep gold In tbe rsulta of tbese foreign agencies. See tex^ 
p. 80; and Act, sec 14, par. (e). 

*This is gold deposited with federal reserve agents as collateral 
for the issue of federal reserve notes. See text, pp, S1-5S; and 
Act, sec 16, pars. 9-T. 

° The gold redemption fund here mentioned Is a fund held by 
the treasurer of the United States for the redemption of federcil 
reserve notes in giild on demand. It is made up of deposits of 
gold from each federal reserve bank. Each bank's deposit must 
be sufficient in the judgment of the Secretary of the Treasury for 
the redemption of such federal reserve notes of the bank as are 
likclj to be presented at the treasury for redemption; but in no 
case can the fund be less than five per cent of the total amount 
of notes issued less the amount of gold held by the federal re- 
serve agents as collateral security for notes. Gold in the re- 
demption fund is counted as part of the legal reserve required 
against federal reserve notes. See text, pp. 51-53; and Act, sec 
16, par. 4. 

• This item covers all kinds of money held by federal reserve 
banks except gold coin and gold certificates. 

' This represents advances made by federal reserve banks to 
member banks. It consists of short-time commercial bills, notes, 
and bank acceptances, which have been rediscounted for member 
banks, and of one to fifteen day loans made to member banks 
against their notes coUaleraled by United States government se- 
curities and by commercial paper. The Federal Reserve Bulle- 
tin of each month gives an analysis of the kinds and maturities 
of the paper held. See text, pp. ei-Si; Act, sec. 13, pars. S-fi; and 
Kegulation A issued by the federal reserve board, June 93, 1917, 
Federal Reserve Bulletin, July 1, 191T, pp. 539-541. 

a The kinds of open-market operations which federal reserve 
banks may carry on are described in section 14 of the Act. See 
also text, pp. 43-44; and Regulation B issued by the federal re- 
aerve board, June 2S, 1917, Federal Reserve Bulletin July 1, 1917, 
pp. 541-^43. 

» These are United Slates government bonds, chiefly Liberty 
bonds, owned by federal reserve banks. 

"> These are usually short-time treasury certificates of indebted- 

KThis item usually consists largely of municipal warrants. 

"Nine of the twelve federal reserve banks own bank premise 
but some of the banks are not yet occupying their own premises. 

i> These are items in process of collection, chiefly under the 
federal reserve clearing and collection system. See text, pp. 19-23; 
Act, sec. 16, pars. 14- IS; and Regulation J issued by fed* 
eral reserve board, June 33, 1917, Federal Reserve Bulletin, July 
1, 1917, pp. £49-550. 
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the United States, of certain foreign banks of which the federal 
reserve banks are the American agencies, and of certain foreign 
governments. See text, pp. 70-71, 80; Act, sec 14, par. (e); and 
Regulation J issued by the federal reserve board June dS, 1917, 
Federal Reserve Bulletin, July 1, 1917, pp. 649-550. 

ssThis item represents the total amount of federal reserve 
notes issued to the federal reserve banks and now outstanding 
(exclusive of the amount now held by federal reserve banks. See 
text, pp. 51-57; and Act, sec. 16. 

2> These are the federal reserve bank notes described above in 
note 14. The net liability represents the total amount outstand- 
ing less the amount of cash deposited with the treasurer of the 
United States for the retirement of such notes. See text, pp. 50- 
51; Act of March 4, 1907, sec 4 amending Act of July 19, 1889. 

s^This represents the net credit balance on a variety of mis- 
cellaneous accounts. It includes the excess of earned and un- 
earned discount and interest over expenses and certain unproduc- 
tive assets. Compare note 15 above 
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serve Board; the term "district" ilull be bcld 
to mean Federal reserre district; tbe tenn "re- 
serve bank" shall be bdd to mean Federal re- 
serve bank. 
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rSDKRAI. BESZSTX DtSTMCTS 

Sec. 2. As soon as practicaUe, the Secre- 
tary of the Treasury, the Secretary of Agricul- 
tare and the Comptroller of the Carrency, act- ^ 
ing as "The Reserve Bank Organixation Com- 
mittee," shall designate not less than eight nor 
more thtm twelve cities to be known as Federal 
reserve cities, and shall divide the continental 
United States, excluding Alaska, into districts, 
each district to contain only one of such Feder- 
al reserve cities. Tbe determination of ssid or- 
ganization committee shall not be subject to re- 
view except by the Federal Reserve Board 
■when organized: Provided, That the districts 
shall be apportioned with due regard to the con- 
venience and costomary course of business and 
shall not necessarily be coterminous with any 
State or States. The districts thus created may 
be readjusted and new districts may from time 
to time be created by the Federal Reserve 
Board, not to eiceed twelve in all. Such dis- 
tricts shall be known as Federal reserve districts 
and may be designated by number. A majority 
of tbe organization committee shall constitute a 
qnoram with authority to act. 

Said organization committee shall be author- 
ized to employ counsel and expert aid, to take 
testimony, to send for persons and papers, to 
admimster oaths, and to make such investiga- 
tion as may be deemed necessary hy the said 
committee in determining the reserve districts 
and in designating the cities within such diS' 
tricts where such Federal reserve banks shall be 
severally located. The said committee shall su- 
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•r^ UMdation in the Unted Stitea is boKhr K- 
' * qntred, «nd ererr eligible fank >■ Oe IMd 
SUtei am) cverf tnut M Mp an y wftiiB tls Ob- 

trlct of ColumbU, it bcrebj' artkadbKd t» %- 
nify in writing, witfain lixtr day* al^v ^ pM- 
■age of thli Act, ita ftcceptance of tfe t^^ «d 
proviaionN hereof. When the t^gaaamaiigm «■- 
mittce shall have designated t^ eiti^ im ^HA 
Federal rcierve banks are to be nigs ■lard, oi 
fixed tlie geographical limits of the Fedexal n- 
serve districts, every national Ins i it lag, aaMcia- 
tioD Tithin that district shall be 1 1 ijiii i il wttln 
thirty days after notice from the ntgaidiitinn 
Cflmmittee, to sabscribe to the capital alack «f 
ssch Federal reserve bank in a sam cqaal to m 
per centum of the paid-up capital stock si 
plst of such bank, one-sixth of the sabst 
to he payable on call of the organisatioii e 
toa OS of the Federal Reserve Board, one-nzH 
«MAb three months and one-sixth iriOin sit 
matfa thereafter, and the remainder of the snb- 
■, 01 any part thereof, shall be mbjed 
vhen deemed necessary by the FedenlJ 
Board, said payments to be in g 



1^ sfemeholders of every Federal i 
ji> ^ttaXl be held individoally respoosiU 
'Oa|Hii)y~ V*d nlably, and not one for another, f 
«S owtiw.'ts^ debts, and engagements of s 
tm^ 'M ^ QStmt of the amount of their s 
• Murh stock at the par value t*-~ 
tB t&e amoant subscribed, w 
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"^ snch subscriptions lure beea paid ap in vhole ' . . 

~z or in part, under tite pnrriaioiu of tliis Act. 

Any sational bank failing to Bignifr its ac- 

= ceptance of the terms of this Act within the 
sixty days aforesaid, shall cease to act as a re- 

B serve agent, npon thirty days' notice, to be giren 

■ within the discretion of the said organixatioD 
committee or of the Federal Beserve Board. 

Shonld any national hanking association in K ■ I i 
the United States now organised fail within j^j^?* 
one year after the passage of this Act to become ten f« 
a member bank or fail to comply with any of 
the provisions of this Act spplicable thereto, all 
of the rightsj privileges, and franchises of snch 
association granted to it onder the national-bank 
Act, or under the provisions of this Act, shall 
be thereby forfeited. Any noncompliance with 
or violatjon of this Act shall, however, be de- 
termined and adjudged by any court of the 
United States of competent jarisdiction in a 
suit broaght for that purpose in the district or 
territory in which snch bank is located, nnder 
direction of the Federal Reserve Board, by the 
Comptroller of the Cnrreney in his own name 
before the association shall be declared dis- 
solved. In cases of snch noncompliance or vio- 
lation, other than the failure to become a mem- 
ber bank under the provisions of this Act, every noncoiupiii 
director who participated in or assented to the "''•' "*■ 
same shall be held liable in his personal or in- 
dividual capacity for all damages which said 
bank, its shareholders, or any other person shall 
have sustained in consequence of such violation. 
Snch dissolution shall not take away or im- 
pair any remedy against such corporation, its 
stockholders or officers, for any liability or pen- ^ 
ally which shall have been previously incurred, scriptions 
Should the subscriptions by banks to the stock i"^^;,*^ 
of said Federal reserve banks or any one or der wr 
more of them be, in the judgment of t\ie oigani- 
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/sation committee^ insufficient to provide the 
amount of capital required therefor^ then and in 
that event the said organization committee may, 
under conditions and regulations to be pre- 
scribed by it; offer to public subscription at pai 
such an amount of stock in said Federal reserve 
banks; or any one or more of them^ as said com- 
mittee shall determine^ subject to the same con- 
ditions as to payment and stock liability as pro- 
vided for member banks. 

No individual; copartnership^ or corporation 
other than a member bank of its district shall be 
permitted to subscribe for or to hold at any time 
more than $25^000 par value of stock in any 
Federal reserve bank. Such stock shall be 
known as public stock and may be transferred 
on the books of the Federal reserve bank by the 
ermnent* may chairman of the board of directors of such banL 
It<^k'i£%ankl Should the total subscriptions by banks and 
and public fail the public to the stock of said Federal reserve 
adequately.* banks, or any one or more of them^ be, in the 

judgment of the organization committee, insuffi- 
cient to provide the amount of capital required 
therefor, then and in that event the said organi- 
zation committee shall allot to the United States 
such an amount of said stock as said committee 
shall determine. Said United States stock shall 
be paid for at par out of any money in the Treas- 
ury not otherwise appropriated, and shall be 
held by the Secretary of the Treasury and dis- 
posed of for the benefit of the United States in 
such manner, at such times, and at such price, 
not less than par, as the Secretary of the Treas- 
ury shall determine. 

Stock not held by member banks shall not be 
entitled to voting power. 

The Federal Reserve Board is hereby empow- 
ered to adopt and promulgate rules and regula- 
tions governing the transfers of said stock. 
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No Federal reserve bank shall commence 
I business with a subscribed capital less than $4,- 
[ 000,000. The organization of reserve districts 
I and Federal reserve cities shall not be construed 
IS changing the present status of reserve cities 
and central reserve cities, except in so far as 
this Act changes the amount of reserves that 
may be carried with approved reserve agents lo- 
cated therein. The organization committee shall EiptnMi 
have power to appoint such assistants and incur ro^'ittee 
such expenses in carrying out the provisions of 
this Act as it shall deem necessary, and such 
expenses shall be payable by the Treasurer of 
the United States upon voucher approved by the 
Secretary of the Treasury, and the sum of $100,- 
000, or so much thereof as may be necessary, is 
hereby appropriated., out of any moneys in the 
Treasury not otherwise appropriated, for the 
payment of such expenses. 



Sec. 3.' The Federal Reserve Board may 
permit or require any Federal reserve bank to 
establish branch banks within the Federal re- 
acrve district in which it is located or within the 
district of any Federal reserve bank which may 
have been suspended. Such branches, subject 
to such rules and regulations as the Federal Re- 
serve Board may prescribe, shall be operated 
under the supervision of a board of directors to 
consist of not more than seven nor less than 
three directors, of whom a majority of one shall 
be appointed by the Federal reserve bank of the 
district, and the remaining directors by the Fed- 
eral Reserve Board. Directors of branch banks 
shall hold office during the pleasure of the Fed- 
eral Reserve Board. 

t approved June 21, 191T (40 
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APPEVDEB 

and of &U twnks vhkji han nbfcnbed to the 
capital stock of socb Fedenl tta t nt ha^ and 
tbe Dumber of shares «« i a criW d hj cadk, aad 
the fact tliat tbe c ' 
those banks e _ 

JiaTc snfaaeiibed or mmj thereafter sabaeiibe to 
the eapital rtedic of saeh Fedoal njtiw. baafc, 
to avail thdnsdres nS the adraiilagea of this 
Act. 

Tbe Mid nrgtmMaOaa cotiierte thaD be ac- 
knoirledged before a jod^ of Moie ennrt of rec- 
oid or aotas7 pnfaBc; a>d shall be, blether 
wiA tbe ackaowledpBCBt Ihexeef, authenticated 
hy tbe seal of sad eooit, or BoCarr, transmitted 
to tbe CompboOer of Ac Cmrmifcy, wbo shall 
£le, record and carefollj preserre tbe sane Im 
bis office. 

Upon the filing of soch certificate with the | 
Comptndlcr of the Cnrreiicy as aforesajd, the ■ 
said Federal reserre bank shall become a body 
corporate, and as sncb, and in the name desi^ 
nated in snefa oi^anixatioa certificate, shall have 



FiTsL To adopi and use a corporate seaL 

Seeood. To bave soccessioo for a period of 
twcitfy Tears from its OT^sniistioii onless it is 
•ooDCt dissolved by an Act of Congress, or un- 
less its franchise becomes forfeited by some vio- 
lation of lav. 

Third. To make contracts. 

Fonrth. To sue and be sued, complain and 
defend, in any court of law or equity. 

Fifth. To appoint by its board of directors 
snch officers and employees as are not otherwise 
prorided for in this Act, to define their daties, 
Teqmre bonds of them and fix the penalty there- 
of, and to dismi.ss at pleasure snch officers or 
employees. 

Sixth. To prescribe by its board of directors. 
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by-laws not inconsistent with law, regulating Uie 
manner io which its general business may be 
conducted, and the privileges granted to it by 
taw may be exercised and enjoyed. 

Seventh. To exercise by its board of directors, 
or duly authorized officers or agents, all powers 
specifically granted by the provisions of this 
Act and such incidental powers as shall be nec- 
essary to carry on the business of banking with- 

. in the limitations prescribed by this Act. 

■ Eighth. Upon deposit with the Treasorer of 
the United States of any bonds of the United 
States in tlie manner provided b}^ existing law 
relating to national banks, to receive from the 
Comptroller of the Currency circulating notes in 
blank, registered and countersigned as provided 
by law, equal in amount to the par value of the 
bonds BO deposited, such notes to be issued 
under the same conditions and provisions of law 
as relate to the issue of circulating notes of na- 
tional banks secured by bonds of the United 
States bearing the circulating privilege, except 
that the issue of such notes shall not be limited 
to the capital stock of such Federal reserve 

But no Federal reserve bank shall transact 
any business CKcept such as is incidental and 
necessarily preliminary to its organization un- 
til it has been authorized by the Comptroller of 
the Currency to commence business under the 
provisions of this Act. 

Every Federal reserve bank shall be con- 
ducted under the supervision and control of a 
board of directors. 

The board of directors shall perform the do- 
ties usually appertaining to the office of direc- 
tors of banking associations and all anch duties 
as are prescribed by law. 

Said board shall administer the affairs of said 
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bank fairly and impart tally and with out dis- 
crimination in favor of or against any membei* 
bank or banks and shall, subject to the provis- 
ions of law and the orders of the Federal Re- 
serve Board, extend to each member bank such 
discounts, advancements and accommodations as 
may be safely and reasonably made with due 
regard for the claims and demands of other 
member banks. 

Such board of directors shall be selected as 
hereinafter specified and shall consist of nine o 
members, holding office for three years, and di- 
vided into tbree classes, designated as classes 
A, B, and C. 

Class A shall consist of three members, who 
shall be chosen by and be representative of the 
stock-holding banks. 

Class B shall consist of three members, who 
at the time of their election shall be actively en- 
gaged in their district in commerce, agriculture 
or some other industrial pursuit. 

Class C shall consist of three members who 
shall be designated by the Federal Reserve 
Board. When the necessary subscriptions to 
the capital stock have been obtained for the or- 
ganieation of any Federal reserve bank, the 
Federal Reserve Board shall appoint the class 
C directors and shall designate one of such di- 
rectors as chairman of the board to be selected. 
Pending the designation of such chairman, the 
organization committee shall esercise the pow- 
ers and duties appertaining to the ofGce of 
I the organization of such Federal 

No Senator or Representative in Congress 
shall be a member of the Federal Reserve Board 
or an officer or a director of a Federal reserve 
bank. 

No director of class B shall be an officer, di- 
rector, or employee of any bank. 
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1 be listed b; tbe dutimm, in^ 
catii^ iqr vbMB BoauBated, and a cop^ of tud 
liit shall, vitUa iiteca daja after its conple- 
tion, be tnaislted br Ae ^aimaa to eacb mem- 
ber bank. Eack neaiber bank b; a resofaitiaii 
of tbe board or bj an ammdmi-nt to its bj-lam 
shall authorise its president, cashier, or some 
other officer to cast the vote of the member bank 
in the elections of Class A and Class B directors. 
Within fifteen days after receipt of the list 
of candidates the dnlj authorized officer of a 
member bank shall certify to the chairman his 
first, second, and other choices for director of 
Class A and Class B, respectively, npon a pref- 
erential ballot upon a form furnished by the 
chairman of the board of directors of the Fed- 
eral reserve bank of the district. Each such offi- 
cer shall make a cross opposite the name of the 
first, second, and other choices for a director of 
Class A and for a director of Class B, bat shall 
not vote more than one choice for any one candi- 
date. No officer or director of a member bank 
shall be elipble to serve as a Class A director 
unless nominated and elected by banks which are 
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members of the suae gnnp ks the member bank 
of which he is an officer or director. 

Any person who is so officer or director of 
more than one member bank shall not be eli^ble 
for nomination as a Class A director except by 
banks in the same group as the bank haring the 
largest aggregate resonrces of any of those of 
which such person is an officer or director. 

Any candidate having a majority of all votes 
cast in the coloma of first choice shall be de- 
clared elected. If no candidate hare a majority 
of all the votes in the first colamn, then there 
shall be added together the votes cast by the 
electors for soch candidates in the second column 
and the votes cast for the several candidates in 
the first column. If any candidate then have a 
majority of the electors voting, by adding to- 
gether the first and second choices, he shall be 
declared elected. If no candidate have a ma- 
jority of electors voting when the first and sec- 
ond choices shall have been added, then the 
votes cast in the third coloinn for other choices 
shall be added together In like manner, and the 
candidate then having the highest number of 
votes shall be declared elected. An immediate 
report of election shall be declared. 

Class C directors shall be appointed by the 
Federal Reserve Soard. They shall have been 
for at least two years residents of the district 
for which they are appointed, one of whom shall 
be designated by said board as chairman of the 
board of directors of the Federal reserve bank 
and as "Federal reserve agent." He shall be a 
person of tested banking experience, and in ad- 
dition to his duties as chairman of the board of 
directors of the Federal reserve bank he shall 
be required to maintain, under regulations to be 
eEtablished by the Federal Reserve Board, a 
office of said board on the premises of the 



I eEtab] 
t local 




110 




federal 



Compenn- 
tion of dtrcc- 
tort. 



ti> 




repcru to z: 
act aj itj orfirfa] 
«rn» of 
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bi^ £xed bj t&c Federal Rescrre Board and 
taotLzhlr bj the Federal leamit bulk to 
whleh he is designated. One <if tbe directots of 
ela&« C shall be appointed br tbe Fedfezal le- 
serre Board as depotr cbainnaB to <'"g^*»^«^ the 
povers of the chaiman of die board ^len nee- 
essarr. In ease of the ah«mrr of the c kMiiu aa 
and depatr chainnan, the third-elass C director 
shall preside at meetings of the board. 

Subject to the approral of tlie Federal Re- 
serre Board, the Federal icseiie agent shall ap- 
point one or more assistants. Soch 
who shall be persons of 
ience, shall assist the Federal reserre agent in 
the performance of his dnties and shall also 
have power to act in his name and stead during 
his absence or disability. The Federal Reserve 

m 

Board shall require such bonds of the assistant 
Federal reserve agents as it may deem neces- 
sary for the protection of the United States. 
Assistants to the Federal reserve agent shall re- 
ceive an annual compensation, to be fixed and 
paid in the same manner as that of the Federal 
reserve agent. 

Directors of Federal reserve banks shall re- 
ceive, in addition to any compensation otherwise 
provided, a reasonable allowance for necessary 
expenses in attending meetings of their respec- 
tive boards, which amount shall be paid by the 
respective Federal reserve banks. Any com- 
pensation that may be provided by boards of 
directors of Federal reserve banks for directors, 
officers or employees shall be subject to the ap- 
proval of the Federal Reserve Board. 

The Reserve Bank Organization Committee 
may, in organizing FedeTal Tesw^e Wt&ls, t«3\ 
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such meetings of bank directors in the several 
districts as maj be necessary to carry oat the 
purposes of this Act, and mar exercise the func- 
tions herein conferred upon the chairman of the 
board of directors of each Federal reserve bank 
pending the complete organisation of soch bank. 

At the first roeetiiig of the fall board of di- 
rectors of each Federal reserve bank, it shall be t 
the duty of the directors of classes A, B, and C, fi" 
respectively, to designate one of the members 
of each class whose term of office shall expire in 
one year from the first of Jannary nearest to 
date of such meeting, one whose term of office 
shall expire at the end of two years from said 
date, and one whose term of office shall expire 
at the end of three years from said dale. There- 
after every director of a Federal reserve bank 
chosen as hereinbefore provided shall hold office 
for a term of three years. Vacancies that may 
occur in the several classes of directors of Fed- 
eral reserve banks may be filled in the manner 
provided for the original selection of soch di- 
rectors, such appointees to hold office for the 
unexpired terms of their predecessors. 
STOCK issues; increase and decrease of capital 

Sec. 5. The capital stock of each Federal 
reserve bank shall be divided into shares of 
$100 each. The outstanding capital stock shall 
be increased from time to time as member banks 
increase their capital stock and surplus or as 
additional banks become members, and may be 
decreased as member banks reduce their capital 
stock or surplus or cease to be members. Shares 
of the capital stock of Federal reserve banks 
owned by member banks shall not be transferred 
creases its capital stock or surplus, it shall 
thereupon subscribe for an additional amount 
of capital stock of the Federal reserve bank of 
its district equal to sis per centum of the said 
increase, one-halt of said aubscription \.o \ic 
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■ hKcinbefore provided im 
1 one-half sabject b 
: BoArd. A bank ip- 
I Federal reserre bank >t 
e afi^ the argmauatian thereof most 
E for SB anMaat of the capital stock of 
, ttc Federal luuit bnA equal to six per cent- 
^a mi the ftoA-vp e^ital vtock tad surplus of 
■aid appltcant baak, paying therefor its pir 
value pins ene-Julf of ooe per centum a moDth 
Iran the period of the laA dividend. When the 
capital stock of anv Federal reserre bank shall 
hsre been increased either on Account of the in- 
c^rrase of capital stock of tnember banks or on 
accoont of the increase in the number of mem- 
ber banks, the board of directors shall cause to 
be executed a certificate to tbe Comptroller of 
the Currency sbowing the increase in capital 
'(, the amount paid in, and by whom paid. 
» a member bank reduces its capital stock it 
I nirrender a proportionate amount of its 
1 the capital of said Federal reserve 
, and when a member bank volontarUy 
!tlff«idstes it shall surrender all of its holdings 
(A ihv capital stock of said Federal reserve bank 
■ released from its stock subscription not 
' called. In either case the shares 
I ihall be canceled and the member 
|[4JhAU receive in payment therefor, under 
» be prescribed by the Federal Re- 
I. a tarn equal to its cash-paid sub- 
I f* thd shares surrendered and one- 
1^ fM c«Bt»in a month from the period 
t ^KvMcnd, not to exceed the book 
I any liability of such member 
r<J reserve bank. 
K nwy member bank shall be de- 
N.V4A »»»d a receiver appointed therc- 
i \\y it in snid Federal reserve 
\f ^ >)4#c«iedi without \mg8.u<[a<:at q 
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its liability) and all cash-paid subscriptiona on 
said stock, with one-half of one per centum per 
month from the period of last dividend, not to 
eiceed the book value thereof, shall be first ap- 
plied to all debts of the insolvent member bank 
tc tbe Federal reserve bank, and the balance, 
if any, shall be paid to the receiver of the in- 
solvent bank. Whenever the capital stock of a 
Federal reserve bank is reduced, either on ac- 
count of a reduction in capital stock of any mem- 
ber bank or of the liquidation or insolvency of 
SDch bank, the board of directors shall cause to 
be executed a certificate to the Comptroller of 
the Currency showing such reduction of capital 
stock and the amount repaid to such bank. 



ni VISION 

Sbc. 7. After all necessary expenses of a "m! mtp 
Federal reserve bank have been paid or pro- Divide 
vided for, the stockholders shall be entitled to 
receive an annual dividend of six per centum on 
the paid-in capital stock, which dividend shall 
be cumulative. After the aforesaid dividend 
claims have been fully met, the net earnings 
shall be paid to the United States as a franchise 
tax except that the whole of such net earnings, 
including those for the year ending December 
thirty-first, nineteen hundred and eighteen, shall 
be paid into a surplus fund until it shall amount 
to one hundred per centum of the subscribed cap- 
ital stock of such bank, and that thereafter ten 
per centum of such net earnings shall be paid 
into the surplus. 

The net earnings derived by the United States 
from Federal reserve banks shall, in the discre- of "=" 
tion of the Secretary, be used to supplement J"*!, ¥' 
the gold reserve held against outstanding ernment. 
United States notes, or shall be applied to the 
reduction of the outstanding bonded indebted- 
ness of the United States under legiil&tiona Vi 
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Sec 8. ScctioB fflTHMie kimdicd aad fifty- 
ioQT, United States Revised Statutes, is hercbf 
ammdrd to read as follows: 

Aut bank ineorporatBd bj spedal law of any 
State or of the United states or orgamsed under 
the general laws of an j State or of the United 
States and baring an unimpaired eapital suffi- 
cient to entitle it to become a naticmal banking 
association under the |Htmaions of the existing 
laws may^ bj the Tote of the shareholders own- 
ing not less than fifty-one per eentom of the 
capital stodk of snch bank or banking associa- 
tion^ with the approval of the Comptr<^er of 
the Cnrrency be converted into a national bank- 
ing association^ with any name approved bj the 
Comptroller of the Currency: 

Provided, however. That said conversion shall 
not be in contravention of the State law. In 
such case the articles of association and organi- 
zation certificate may be executed by a majority 
of the directors of the bank or banking institu- 
tion^ and the certificate shall declare that the 
owners of fifty-one per centum of the capital 
stock have authorized the directors to make 
such certificate and to change or convert the 
bank or banking institution into a national as- 
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socistion. A majority of the directora, after 
executing the articles of association and the or- 
ganization certiiicate, shall have power to exe- 
cute all other papers and to do whatever may be 
required to make its organization perfect and 
complete as a national association. The shares 
of any such bank may continue to be for the 
same amount each as they were before the con- 
version, and the directora may continue to be di- 
rectors of the association until others are elected 
or appointed io accordance with the provisions 
of the statutes of the United States, When the 
Comptroller has given to such bank or banking 
association a certificate that the provisions of 
this Act have been complied with, such bank or 
banking association, and all its stockholders, 
officers, and employees, shall have the same pow- 
ers and privileges, and shall be subject to the 
same duties, liabilities, and regulationa, in all 
respecta, as shall have been prescribed by the 
Federal Reserve Act and by the national bank- 
ing Act for asaociatioBS originally organized as 
national banking associations. 

STATE BANKS AS UEMBERS 

Sec. 9.' Any bank incorporated by special 
law of any State, or organized under the gener- 
al laws of any State or of the United States, 
desiring to become a member of the Federal Re- 
serve System, may make application to the Fed- 
eral Reserve Board, under such rnlea and regu- 
lations as it may prescribe, for the right to sub- 
scribe to the stock of the Federal reserve bank 
organized within the district in which the ap- 
plying bank is located. Such application shall 
be for the same amount of stock that the apply- 
ing bank would be required to subscribe to as a 
national bank. The Federal Reserve Board, 
subject to such conditions as it may prescribe, 

I As amended by act approved June 21, 1917 (40 
Stat, chap. 33). 
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may permit the applying bank to become i 
■tockholder of sach Federal reserve bank. 

In acting upon such applications the Federal 
Beserve Board shall consider the financial con- 
dition of the applying bank, the general g1is> 
acter of its management, and whether or not die 
corporate powers exercised are consistent iritii 
the purposes of this act. 

itiaw Whenever the Federal Reserve Board Bh»U 

S^JSLp'"' pennit the applying bank to become a stock- 
holder in the Federal reserve bank of the dis- 
trict its stock sobscription shall be payable on 
call of the Federal Reserve Board, and etoA 
med to it shall be held subject to the prorl- 
siona of this acL 

All banks admitted to membership onder sn- 
thority of this section shall be required to com- 
ply with the reserve and capital requirementa 
of this act and to conform to those provisioas 
of law imposed on national banks which pro- 
hibit sDch banks from lending on or purchasing 
their own stock, which relate to the withdrawal 
or impairment of their capital stock, and whicli 
relate to the payment of unearned dividends. 
Such hanks and the officers, agents, and employ- 
ees thereof shall also be subject to the pro- 
and to the penalties prescribed by 
seetion fifty-two hundred and nine of the Re- 
vised Statutes, and shall be required to make 
reports of condition and of the payment of divi- 
dends to the Federal reserve bank of which they 
become a member. Not less than three of such 
reports shall be made annually on call of the 
Federal reserve bank on dates to be fixed by the 
Federal Beserve Board. Failure to make such 
reports within ten days after the date they are 
called for shall subject the offending bank to 
a penalty of $100 a day for each day that it 
fails to transmit such report; such penalty to be 
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I collected by the Federal reserve bank by suit 
r otherwise. 

As a condition of membersbip such banks shall „ 
I likewise be subject to examinations made by di- 
rection of the Federal Reserve Board or of the 
Federal reserve bank by examiners selected or 
approved by the Federal Reserve Board. 

Whenever the directors o( the Federal reserve 
bank shall approve the esaminationa made by 
the State authorities, sncb examinations and the 
reports thereof may be accepted in lieu of eX' 
aminatioQS made by examiners selected or ap- 
proved by the Federal Reserve Board ; Pro- 
vided, however. That when it deems it neces- 
sary the board may order special examinations 
by examiners of its own selection and shall in 
all cases approve the form of the report. The 
expenses of all examinations, other than those 
made by State authorities, shall be assessed 
against and paid by the banks examined. 

If at any time it shall appear to the Federal 
Reserve Board that a member bank has failed 
to comply with the provisions of this section or 
the regulations of the Federal Reserve Board 
made pursuant thereto, it shall be within the 
power of the board after hearing to require 
Bcch bank to surrender its stock in the Federal 
reserve bank and to forfeit all rights and privi- 
leges of membership. The Federal Reserve 
Board may restore membership upon due proof 
of compliance with the conditions imposed by 
this section. 

Any State bank or trust company desiring to 
withdraw from membership in a Federal reserve , 
bank may do so, after six months' written no- li 
tice shall have been filed with the Federal Ee- 
serve Board, upon the surrender and cancella- 
tion of all of its holdings of capital stock ii 
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press aothority of the Federal Reserre Board, 
cancel within the aame calendar jear more tbu 
twcDtj-five per centom of its capital stodc for 
the parpose of effecting Toliintary withdrawili 
daring that year. Ail such applications shall 
be dealt with in the order tn which thej are 
filed with the board. Whenever a member bank 
■hall sorrender its stock holdings in a Federal 
reserve bank, or shall be ordered to do so b; 
the Federal Beserve Board, onder aotfaority of 
law, all of its rights and privileges as a membei 
bank shall therenpon cease and determine, and 
after due provision has been made for an; iO' 
debtedness due or to become due to the Federal 
reserve bank it shall be entitled to a refund of 
itA cash paid subscription with interest at the 
rete of one-half of one per centum per month 
from date of last dividend, if earned, the amount 
refunded in do event to exceed the book valae 
of the stock at that time, and shall likewise be 
entitled to repayment of deposits and of an; 
other balance due from the Federal reserve hank. 
No applying bank shall be admitted to mem- 
bership in a Federal reserve bank unless it pos- 
Beases a paid-up, unimpaired capital sufficient 
to entitle it to become a national banking asso- 
ciation in the place where it is situated under 
the provisions of the national-bank act. 

Banks becoming members of the Federal Re- 
serve System under authority of this section 
, shall be subject to the provisions of this section 
; and to those of this act which relate specificaUy 
to member banks, but shall not be subject to 
esamination under the provisions of the first 
two paragraphs of section fifty-two hundred and 
forty of the Revised Statutes as amended by 
section twenty-one of this aet.^ Subject to the 
provisions of this act and to the regulations of 
the board made pursuant thereto, any hank be- 
coming a member of the Federal Reserve Sys- 
> Amending section ' **-^- 
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tem shall letam its full charter and statutory 
rights as a State bank or trust companyj and 
may continue to exercise all corporate powers 
granted it by the State in which it was created, 
and shall be entitled to all privileges of mem- 
ber banks : Provided, however. That no Federal 
reserve bank shall be permitted to discount for 
any State bank or trust company notes, drafts, 
or bills of exchange of any one borrower who 
is liable for borrowed money to such State bank 
or trust company in an amount greater than ten 
per centum of the capital and surplus of such 
State bank or trust company, but the discount 
of bills of exchange drawn against actually ex- 
isting value and the discount of commercial or 
business paper actually owned by the person ne- 
gotiating the same shall not be considered as 
borrowed money within the meaning of this sec- 
tion. The Federal reserve bank, as a condition 
of the discount of notes, drafts, and bills orex- 
change for such State bank or trust coirfpany, 
shall require a certificate or guaranty to the 
effect that the borrower is not liable to such 
bank in excess of the amount provided by this 
section, and will not be permitted to become 
liable in excess of this amount while such notes, 
drafts, or hills of exchange are under discount 
with the Federal reserve bank. 

It shall be unlawful for any officer, clerk, or 
agent of any bank admitted to membership un- 
der authority of this section to certify any 
check drawn upon such bank unless the person 
or company drawing the check has on deposit 
therewith at the time such check is certified an 
amount of money equal to the amount specified 
in such check. Any check so certified by duly 
authorized officers shall be a good and valid ob- 
ligation against such bank, but the act of any 
such officer, clerk, or agent in violation of this 
I section may subject such bank to a forfeiture of 
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r of ClS^MW, payahle monthly 
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pcs, md the C <f ptoJ lef ef the Correncj, as ex 
rffaio BMaber of Uk Federal Beserre Board, 
ihaD, in additiaii to the salary now paid him u 
ConptraQer of the CoiTencT, receive the stun 
mf 97fiOO anMHally for his serrices as a membei 
af said board. 

The Secretary of the Treasury and the Comp- 
troller of the Cortency shall be ineligible during 
the time they are in office and for two years 
thereafter to bold any office, position, or employ- 
ment in any member banlt. The appointive mem- 
bers of the Federal Reserve Board shall be in- 
eligible during the time they are in office and for 
two years thereafter to hold any office, position. 
or employment in any member bank, except thst 
this restriction shall not apply to a member who 
has served the full term for wWctv bt was aij- 
1 As aniended by art ap ■;tV ^, \^\^- 
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pointed. Of the five membtrs Uius appointed by 
the President at least two shall be persons ex- 
perienced in banking or finance. One shall be 
designated by the President to serve for two, 
one for fonr, one for six, one foe eight, and 
one for ten years, and thereafter each member 
so appointed shall serve for a term of ten years 
unless sooner removed for cause by the Presi- 
dent. Of the five persons thus appointed, one 
shall be designated by the President as gover- 
nor and one as vice governor of the Federal Re- 
serve Board. The governor of the Federal Re- 
serve Board, subject to its supervision, shall be 
the active executive officer. The Secretary of 
the Treasury may assign offices in the Depart' 
ment of the Treasury for the use of the Federal 
Reserve Board. Each member of the Federal 
Reserve Board shall within fifteen days after 
notice of appointment make and subscribe to 
the oath of office. 

The Federal Reserve Board shaU have power 
to levy semiannually upon the Federal reserve 
banks, in proportion to their capital stock and < 
surplus, an assessment sufficient to pay its esti- 
mated espenses and the salaries of its mem- 
bers and employees for the half year succeed- 
ing the levying of such assessment, together 
with any deficit carried forward from the pre- 
ceding half year. 

The first meeting of the Federal Reserve 
Board shall be held in Washington, District of 
Columbia, as soon as may be after the passage 
of this Act, at a date to be fixed by the Reserve o: 
Bank Organization Committee. The Secretary 
of the Treasury shall be es-officio chairman of 
the Federal Reserve Board. No member of the 
Federal Reserve Board shall be an officer or 
director of any bant, banking institution, trust 
company, or Federal reserve bank nor hold 
stock in any bank, banking institution, or trust 
company; and befoie entering npon ilia lutiaa 
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aa a member of the Federal Reserve Board he 
■hall certify under oath to the Secretary of tb( 
Treaaury Uiat he has complied with thia k- 
VacaBou, qniremcnt. Whenever a vacancy shall occur. 
other than by erpiration of term, among ibt five 
members of the Federal Beserre Board ap- 
poiDted by the Preaident, as above provided, i 
successor shall be appointed by the President, 
with the advice and consent of the Senate, to 
fill such vacancy, and when appointed he shall 
hold office for ihe onexpired term of the mem- 
ber whose place he is selected to fill. 

The President shall have power to fill all 
vacancies that may happen on the Federal Re- 
serve Board during the recess of the Senate, b; 
granting commissions which shall expire thirty 
days after the next session of the Senate con- 
Nothing in thia Act contained shall be con- 
strued as taking away any powers heretofore 
vested by law in the Secretary of the Treasury 
which relate to the snpervision, management, 
and control of the Treasury Department and 
bureaus under snch department, and wherever 
any power vested by this Act in the Federal 
Reserve Board or the Federal reserve agent ap- 
pears to conflict with the powers of the Secre- 
tary of the Treasury, such powers shall be ex- 
ercised subject to the supervision and control 
Anauit re- °^ **« Secretary, 
port. The Federal Reserve Board shall annually 

moke a full report of its operations to the 
Speaker of the House of Representatives, who 
shall cause the same to be printed for the infor- 
mation of the Congress. 
of^^'iSo*"cnr- Section three hundred and twenty-fonr of the 
r(nc7. Revised Statutes of the United States shall be 

amended so as to read as follows: There shall 
be in the Department of the Treasury a bureau 
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charged with the esecutiou of all laws passed J 

by Congress relating to the issue and regulation I 

of national currency secured by United States H 

bonds and under the general supervision of the H 

Federal Reserve Board, of all Federal reserve V 

notes, the chief officer of which bureau shall be V 

called the Comptroller of the Currency and shall "3 

perform his duties under the general directions ■ 

of the Secretary of the Treasury. ■ 

Sec. 11.' The Federal Reserve Board shall I 

be authorized and empowered : M 

(a) To examine at its discretion the accounts, ' 
books and affairs of each F^ileral reserve bank p^'^i^'^j °' 
and of each member bank and to require such leTie Board, 
statements and reports as it may deem neces- 
sary. The said board shall publish once each 

week a statement showing the condition of each 
Federal reserve bank and a consolidated state- Fsder'i"**r e - 
ment for all Federal reserve banks. Such state- ""' binio. 
ments shall show in detail the assets and lia- 
bilities of the Federal reserve banks, single i 
and combined, and shall furnish full informa- ■ 
tion regarding the character of the money held ■ 
as reserve and the amount, nature and maturi- I 
ties of the paper and other investments owned ] 
or held by Federal reserve banks. To compel 

(b) X . ° permit, or, on the affirmative vote o f ."^f'bJ^''^ 
at least five members of the Reserve Board to rediMouni for 
require Federal reserve banks to rediscount the ""* "' 
discounted paper of other Federal reserve banks 
at rates of interest to be fixed by the Federal 
Reserve Board. 

(c) To suspend for a period not exceeding rJ^y/""'^. 
thirty days, and from time to time to renew such quirement 
suspension for periods not exceeding fifteen 
days, any reserve requirements specified in this 
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Cg) To require the writing off of doubtful 
or worthless assets upon the books and balance 
sheets of Federal reserve banks. 

(h) To suspend, for the violation of any of 
the provisions of this Act, the operations of anj <' 
Federal reserve bank, to take possession thereof, 
administer the same during the period of sus- 
pension, and, when deemed advisable, to liqui- 
date or reorganize such bank, 

(i) To require bonds of Federal reserve 
agents, to make regulations for the safeguard- 
ing of all collateral, bonds, Federal reserve 
notes, money or property of any kind deposited 
in the hands of such agents, and said board shall 
perform the duties, functions, or services speei- 
6ed in this Act, and make all rules and regula- 
tions necessary to enable said board effectively 
to perform the same. 

( j ) To eiercise general supervision over said 
Federal reserve banks. 

(k) To grant by special permit to national 
banks applying therefor, when not in contraven- ^^ 
tion of Slate or local law, the right to act as ^^' 
trustee, executor, administrator, registrar of ex 
stocks and bonds, gnardian of estates, assignee, 
receiver, committee of estates of lunaties, or in 
any other fiduciary capacity in which State 
banks, trust companies, or other corporations 
which come into competition with national banks 
are permitted to act under the laws of the State 
in which the national bank is located. 

Whenever the laws of such State authorize 
or permit the exercise of any or all of the fore- 
going powers by State banks, trust companies, 
or other corporations which compete with na- 
tional banks, the granting to and the exercise of 
such powers by national banks shall not be 
deemed to be in contravenbion of State or local 
law within the meaning of this Act. 

National banks exercising any or all of tile 
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pvmm cnomerat«d in tbia — hfrtinn Ail 
rcfste kU uai** held in aay M a riiy ^ 
f ran tbe gemeni u>et> of tW kak <■< 
k«cp ■ Mpatalc Mt of books aaj seeHdi 
ing In proper detail kU triniietiwi ^Vt 
oitder anthori^ of tliii sabsectJOK. Si^ f^ 
«iu) records ihall be open to inspeeti^ If Ik 
SUtc antborities to tbe same extent as tbe badn 
and records of corporationa ar^maiwei wtta 
State Ut which exercise fiduciary yumUM, W 
nothing in this Act shall be construed ai aCte- 
'aing tbe State aatbohties to extuniiie de haib, 
recorb, and asaets of the natjoaal baak -^bA 
•ic M)t beM in tnist under aathoritf of dds nti- 



No natJoaal bank shall receive in its tivd 
depaitBMttt deposits of current funds snbjed t« 
check or the deposit of checks, drafts, biDi tl 
exdkangc or other items for collection or a- 
change pnrposes. Fonds deposited or held is 
tnut by tbe bank awaiting investment shall be 
carried in a separate account and shall not be 
used by tfac bank in the conduct of its business 
unless it shall first set aside in the tmat de- 
partment United States bonds or other sccori- 
ties approved by the Federal Reserve Board. 

In the event of the failure of such bank the 
owners of the fnnds hdd in trust for invesbnent 
shall have a lien on the bonds or other securi- 
ties go set apart in addition to their claim against 
the estate of the bank. 

Whenever the laws of a State require cor- 
porations acting in a fiduciary capacity, to de- 
posit securities with the State authorities for the 
protection of private or court trusts, national 
banks so acting shall be required to make simi- 
lar deposits and securities so deposited shall be 
held for the protection of private or court trusts, 
as provided by the State law. 

National banks in such cases shall not be re- 
quired to esecute the bond \i.aiia.\i-5 Tcn^c^ of 
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indivi duals if State corporations under similar 

circumstances are exempt from this requirement. 

National banka shall have power to execute 
Huch bond when so required by the laws of the 
State. 

n any case in which the Ian s of a State re- 
quire that a corporation acting as trustee, ex- 
ecutor, administrator, or in any capacity speci- 
fied in this section, shall take an oath or make 

I affidavit, the president, vice president, cash- 

r, or trust oiEcer of such national bank may 
take the necessary oath or execute the necessary 
affidavit. 

It shall be unlawful for any national bank- 
ing association to lend any officer, director, or 
employee any funds held in trust under the 
powers conferred by this section. Any officer, 
director, or employee making such loan, or to 
whom such loan is made, may he fined not 
re than $5,000, or imprisoned not more tban 
five years, or may be both fined and imprisoned, 

1 the discretion of the court. 
In passing upon applications for permission 
to exercise the powers enumerated in this sub- 
section, the Federal Reserve Board may take 
into consideration the amount of capital and 
surplus of the applying bank, whether or not 
such capital and surplus is sufficient under the 
circumstances of the case, the needs of the 
community to be served, and any other facts 
and circumstances that seem to it proper, and 
may grant or refuse the application according- 
ly: Provided, That no permit shall be issued 
to any national banking association having a 
capital and surplus less than the capital and 
surplus required by State law of State banks, 
trust companies, and corporations exercising 
such powers. 

(1) To employ such attorneys, experts, as- 
sistants, clerks, or other employees aa may be 
deemed accessary to conduct the baaiaUK ol "Su. 



APPENDIX B 

board. All sntarica and fees aliall be fixed is 
advance by said board and shall be paid in Qie 
■ame manner as tbe salaries of the members of 
■aid board. All such attorneys, experts, assist- 
ants, clerks, and otlier employees shall be ip- 
pointed without regard to the provisions of the 
Act of January sixteenth, eighteen hundred and 
eighty-three (volume twenty-two, United States 
Statutes at Large, page four hundred aod 
three), and amendments thereto, or any rule or 
regulation made in pursuance thereof: Provided, 
That nothing herein shall prevent the President 
from placing said employees in the classified 
service. 

(m) Upon the affirmative vote of not less than 
five of its members, the Federal Reserve Board 
shall have power to permit Federal Reserve 
banks to discount for any member bank notes, 
drafts, or bills of eschange bearing the signature 
or endorsement of any one borrower in excess of 
the amount permitted by section nine and section 
thirteen of this Act, but in no case to exceed 
twenty per centum of the member bank's capital 
and surplus; Provided, however. That all such 
notes, drafts, or bills of exchange discounted for 
any member bank in excess of the amount per- 
mitted under such sections shall be secured by 
not Jess than a like face amount of bonds or 
notes of the United States issued since April 
twenty- fourth, nineteen hundred and seventeen, 
or certificates of indebtedness of the United 
States : Provided further. That the provisions of 
this subsection (m) shall not be operative after 
December Slst, 1920. 

FBOBHAL ADVISORY COUNCIL 

Sec. 12. There is hereby created a Federal 
Advisory Council, which shall consist of as 
many members as there are Federal reserve dis- 
tricts. Each Federal reserve bank by its board 
of directors shall annually select from its own 
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Federal reaerve district one member of said 
council, who shall receive such compensation 
and allowances as may be fixed by his board of 
directors subject to the approval of the Federal 
Reserve Board. The meetings of said advisory 
council shall be held at Washington, District of 
Columbia, at least four times each year, and 
oftener if called by the Federal Reserve Board. 
The council may in addition to the meetings 
above provided for hold such other meetings in 
Washington, District of Columbia, or elsewhere, 
as it may deem necessary, may select its own 
officers and adopt its own methods of pro- 
cedure, and a majority of its members shall con- 
stitute a quorum for the transaction of business. 
Vacancies in the council shall be filled by the 
respective reserve banks, and members selected 
to fill vacancies, shall serve for the unexpired 
term. 

The Federal Advisory Council shall have 
power, by itself or through its officers, (1) to 
confer directly with the Federal Reserve Board 
on general business conditions; (2) to make oral 
or written representations concerning matters 
within the jurisdiction of said board; (3) to 
call for information and to make recommenda- 
tions in regard to discount rates, rediscount busi- 
ness, note issues, reserve conditions in the va- 
rious districts, the purchase and sale of gold or 
securities by reserve banks, open-market opera- 
tions by said banks, and the general affairs of 
the reserve banking system. 

POWERS OF FEDERAL RESERVE BANKS 

Sbc. 13.' Any Federal reserve bank may 
receive from any of its member banks, and from 
the United States, deposits of current funds in 

1 As amended by act approved Mar. 3. 1915 (3S 
Stat., 9Sa chap. 93) ; act approved Sept. 7, 1918 (3» 
Stat., 759, chap. Ml) j act approved June 91, IfllT 
(■« Stat., chap. 38), 
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lawfal money, nstional-buik notes, Fcdml tt- 
aciTc notes, or checks, and drafts, pajvUc apv 
prcRcntatioR, and also, for collectiaii, ~'**''l 
notes and bills ; or, solelj for porposa mt ^ 
chsni^ or of collection, maj receire bam alka 
Federal reserve banlu deposits of cpJ T Mt t^tk 
in lawful money, national-bank notes, or ekofa 
upon other Federal reserve banks, ud ehnfa 
and drafts, payable upon piesentstian wttkaa* 
district, and maturing notes and bilU payaUe 
within its district; or, solely for the pgrpo w s of 
exchange or of collection, may receive from nf 
noiimetnber bank or trust company d e po si ts of 
current funds in lawfal money, national-ha^ 
notes, Federal reserve notes, checks and drafo 
payable upon presentation, or matariiig notes 
and bills : Provided, Such nonmember bank or 
trust company maintains with the Federal re- 
serve bank of its district a balance sufficient to 
offset the items in transit held for its acconnt by 
the Federal reserve bank: Provided further. 
That nothing in this or any other section of lliis 
Act shall be construed as prohibiting a member 
or nonmember bank from making reasonable 
charges, to be determined and regulated by the 
Federal Reserve Board, but in no case to ex- 
ceed 10 cents per $100 or fraction thereof, based 
on the total of checks and drafts presented at 
any one time, for collection or payment of checks 
and drafts and remission therefor by CKcbange 
or otherwise; but no such charges shall be made 
against the Federal reserve banks. 

Upon the indorsement of any of its member 
banks, which shall be deemed a waiver of de- 
mand, notice and protest by such bank as to its 
own indorsement exclusively, ^fly Federal re- 
serve bank may discount notes, drafts, and bills 
of exchange arising out of actual commercial 
transactions; that is, notes, drafts, and bills of 
exchange issued or drawn for agricultural, in- 
dustrial, or commetciol puipoBca, ot "ftw. \.t^ 
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ceeds of which have been used, or are to be used, 
for such purposes, the Federal Reserve Board 
to have the right to determine or define the 
character of the paper thus eligible for discount, 
within the meaning of this Act. Nothing in 
this Act contained shall be construed to prohibit 
such notes, drafts, and bills of exchange, secured 
by staple agricultural products, or other goods, 
wares, or merchandise from being eligible for 
such discount; but such definitioa shall not in- 
clude notes, drafts, or bills covering merely in- 
vestments or issued or drawn for the purpose o( 
carrying or trading in stocks, bonds, or other 
investment securities, except bonds and notes of 
the Government of the United States. Notes, 
drafts, and bills admitted to discount under the 
terms of this paragraph must have a maturity 
at the time of discount of not more than ninety 
days, exclusive of days of grace : Provided, 
That notes, drafts, and bills drawn or issued 
for agricultural purposes or based on live stock 
and having a maturity not exceeding six months, 
exclusive of days of grace, may be discounted 
in an amount to be limited to a percentage of 
the assets of the Federal reserve bank, to be 
ascertained and fixed by the Federal Reserve 

The aggregate of such notes, drafts, and bills 
bearing the signature or indorsement of any one 
borrower, whether a person, company, firm, or 
corporation, rediscounted for any one bank shall 
at no time exceed ten per centum of the unim- 
paired capital and surplus of said bank; but 
this restriction shall not apply to the discount 
of bills of exchange drawn in good faith against 
actually existing values. 

Any Federal reserve bank may discount ac- 
ceptances of the kinds hereinafter described, 
which have a maturity at the time of discount 
of not more than three months' sight, excWsWe 
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I cspttal stock and 
; That the Federal 
1 geaomi regulatioiu 
t Hflj picscribe, wfcick shall apply to all 
basks alAe r^anflesa of the amonnt of capital 
stodk aod nirphis, may aathorize any member 
bank to accept soch bills to an amooat not ex- 
ceeding at any time in the aggregate one hun- 
dred per centmn of its paid-np and nnimpaired 
capital stock and sorpltts: Provided, further. 
That the aggregate of acceptances growing out 
of domestic transactions shall in no event exceed 
fifty per centam of such capital stock and sni- 
, Ftderal rt- „, ' "^ 
/kttc bink. Pl°9' 

1 i*y J°" °L Any Federal reserve bank may make advances 
I MMi Botair to its member banks on >iie\T ^Tomiaa^srs titJw% 
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for a period not exceeding fifteen days at rates 
to be established by auch Federal reserve banks, 
subject to the review and determination of the 
Federal Reserve Board, provided such promis- 
sory notes are secured by such notes, drafts, bills 
of exchange, or bankers' acceptances as are 
eligible for rediscount or for purchase by Fed- 
eral reserve banks under the provisions of this 
Act, or by the deposit or pledge of bonds or 
notes of the United States, 

Section fifty-two hundred and two of the Re- L™'ti 
vised Statutes of the United States is hereby □»■ of i 
amended so as to read as follows: "No national " 

banking associi^tion shall at any time be in- 
debted, or in any way liable, to an amount ex- 
ceeding the amount of its capital stock at such 
time actually paid in and remaining undimin- 
ished by losses or otherwise, except on account 
of demands of the nature following: 

First. Notes of circulation. 

Second. Moneys deposited with or collected 
by the association. 

Third. Bills of exchange or drafts drawn 
against money actually on deposit to the credit 
of the association, or due thereto. 

Fourth. Liabilities to the stockholders of 
the association for dividends and reserve profits. 

Fifth. Liabilities incurred under the provi- 
sions of the Federal reserve Act 

The discount and rediscount and the purchase 
and sale by any Federal reserve bank of any 
bills receivable and of domestic and foreign bills 
of exchange, and of acceptances authorized by 
this Act, shall be subject to such restrictions, 
limitations, and regulations as may be imposed 
by the Federal Reserve Board. 

That in addition to the powers now vested by Additi. 
law in national banking associations organisted io"'1iVd(] 
under the laws of the United States any such """l"- 
association located and doing business in any 
place the popalaiion of which does not exctoi 
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_ t-^lar Bw ber bank mar accept drafts or IrIIs 

ft fiSSmS"* "^ exchange drawn npon it barteg not more than 
fij* >«^g- time nofmia' ri^t to ran, ezclosive of days of 
Smm f rap f/C^^t drawn under repilatioiu to be prescribed 
•ni.CpT V *'" J'e^eral Beserye Board by banks or bank- 
er* in foreign coontries or dependencies or in- 
■nUr pofieiiionji of the United States for the 
piirpone of fumUhing dollar exchange as re- 
quired bj' the usages of trade in the respective 
oouittrlei, dependencies, or insular possessions, 
finch draft! or bills may be acquired by Fed- 
eral Tflierve banks in such amounts and subject 
to snoh regQlationa, restrictions, and limitatioBs 
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as may be prescribed by the Federal Reserve 
Board: Provided, however. That no member 
bank shall accept such drafts or bills of ex- 
change referred to this paragraph for any oae 
bank to an amount exceeding in the aggregate 
ten per centum of the paid-up and unimpaired 
capital and surplus of the accepting bank unless 
the draft or bill of exchange is accompanied by 
documents conveying or securing title or by 
some other adequate security : Provided further. 
That no member bank shall accept such drafts 
or bills in an amount exceeding at any time the 
aggregate of one-half of its paid-up and unim- 
paired capital and surplus. 

OPKN-MABKET 0PEBATI0N8 

Sec. I*.' Any Federal reserve bank may, _____ ___ _ 

under rules and regulations prescribed by the i*'' itamftri. 
Federal Reserve Board, purchase and sell in the 
open market, at home or abroad, either from or 
to domestic or foreign banks, firms, corpora- 
tions, or individuals, cable transfers and bank- 
ers' acceptances and bills of exchange of tlie 
kinds and maturities by this Act made eligible 
for rediscount, with or without the indorsement 
of a member bank. 

Every Federal reserve bank shall have power; 

(a) To deal in gold coin and bullion at home a 
or abroad, to make loans thereon, exchange 
Federal reserve notes for gold, gold coin, or 
gold certificates, and to contract for loans of 
gold coin or bullion, giving therefor, when nec- 
essary, acceptable security, including the hy- 
pothecation of United States bonds or other se- 
curities which Federal reserve banks are author- 
ized to hold; 

(b) To buy and sell, at home or abroad, bonds Govirnment | 
and notes of the United States, and bills, notes, 
revenue bonds, and warrants with a maturity 

lAs amended by act approved Sept, 1, W\6 l,^^ 
Stat, TS3, chap. 461) ; act approved June a\, \«Vl 
(40 Stat, chap. SS). 
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from d&te of parcbase of not exceeding a 
months, issued in anticipation of the collection 
of taxes or in anticipation of the receipt of u- 
sured revenues by any State, county, district, 
political subdivision, or municipality in the con- 
tinental United States, including irrigation, 
drainage, and reclamation districts, snch pnr- 
chases to be made in accordance with rules and 
regulations prescribed by the Federal Reserve 

(c) To purchase from member banks and to 
' sell, with or without its indorsement, bills of ex- 
change arising out of commercial transactioos, 
as hereinbefore defined; 

(d) To eatabliah from time to time, subject 
to review and determination of the Federal Re- 
serve Board, rates of discount to be charged by 
the Federal reserve bank for each class of pa- 
per, which shall be fixed with a view of accom- 
modating commerce and business; 

(e) To establish accounts with other Federal 
reserve banks for exchange purposes and, with 
the consent or upon the order and direction of 
the Federal Reserve Board and under regula- 
tions to be prescribed by said board, to open 
and maintain accounts in foreign countries, ap- 
point correspondents, and establish agencies in 
such countries wheresoever it may be deemed 
best for the purpose of purchasing, selling, and 
collecting bills of exchange, and to buy and sell, 
with or without its indorsement, through such 
correspondents or agencies, bills of exchange 
(or acceptances) arising out of actual commer- 
cial transactions which have not more than 
ninety days to run, exclusive of days of grace, 
and which bear the signature of two or more 
responsible parties, and, with the consent of the 
Federal Reserve Board, to open and maintain 
banking accounts for sncb foreign correspond- 
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etiU or agencies. WfaeneveT any sucb account 
has been opened or agency or correspcHident has 
been appointed by a Federal resetre bankj with 
the consent of or nnder the order and direction 
of the Federal Reserve Board, any other Fed- 
eral reserve bank may, with the consent and ap- 
proval of the Federal Reserve Board, be permit- 
ted to carry on or condnet, through the Federal 
reserve bank opening such account or appoint- 
ing such agency or correspondent, any transac- 
tion authorized by this section under rules and 
regulations to be prescribed by the hoard. 

OOTBBNMENT DEPOSITS 

Sic. 15. The moneys held in the general 
fond of the Treasury, except the five per centum 
fund for the redemption of outstanding national- 
bank notes and the funds provided in this Act 
for the redemption of Federal reserve notes may, 
upon the direction of the Secretary of the 
Treasury, be deposited in Federal reserve banks, 
which banks, when required by the Secretary of 
the Treasury, shall act as fiscal agents of the 
United States ; and the revenues of the Govern- 
ment or any part thereof may be deposited in 
such banks, and disbursements may be made by 
checks drawn against such deposits. 

No public funds of the Philippine Islands, or 
of the postal savings, or any Government funds, 
shall be deposited in the continental United 
States in any bank not belonging to the system 
established by this Act:' Provided, however, 

1 Section T of the act approved April 34, 1917, 
known as "An ai^t to authoriee an issue of bonds to 
meet expenditures for the national security and de- 
fense, and, for the purpose of assisting in the prose- 
cution of the war, to extend credit to foreign gOT- 
cmments, and for other purposes," authorizes the 
Secretary to deposit proceeds of sale of sucb bonds in 
non-member banks under certain circumstances. For 
full text of Section T see Appendix, p. 
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Thst nothing !□ thia Act sluQ 

deny the right of the Secretary ol tbe 

to tue member batiks as depositories. 



NOTE iisru 
Sec. Ifl.* Federal reserve notes, to be i»- 
sued Bt the discretion of the Federal Beseire 
Board for the parpose of making adraDces to 
Federal reserve banks tbrongh the Federal re^ 
serve agents as hereinafter set forth and for m 
otlicr purpose, are hereby authorised. The said 
notes shall be obligations of the United States 
and shall be receivable bj all national and mem* 
ber banks and Federal reserve bank^ and for all 
taxes, customs, and other public dues. Tbey 
shall be redeemed in gold on demand at the 
Treasury Department of the United States, in 
the city of Washington, District of Golambis, or 
in gold or lawful money at any Federal reserve 

Any Federal reserve bank may make applica- 
tion to the local Federal reserve agent for such 
amount of the Federal reserve notes hereinbe- 
fore provided for as it may require. Such ap- 
plication shall be accompanied with a tender 
to the local Federal reserve agent of collateral 
in amount equal to the sum of the Federal re- 
serve notes thus applied for and issued pursuant 
to such application. The collateral security 
iffered shall be notes, drafts, bills of ex- 
change, or acceptances acquired under the pro- 
visions of section thirteen of this Act, or bills of 
exchange indorsed by a member bank of any 
Federal reserve district and purchased under 
the provisions of section fourteen of this Act, 
or bankers' acceptances purchased under the 

As amended by act approved Sept. 7, 1916 (39 
Stat., T5S, chap. 4ai); act approved June SI, ISIT 
(40 Slat., ehap. S3). 



APPENDIX B 1 

sions of said section fourteen, or gold or 
certificates ; but in no event shall such col- 
il security, whether gold, gold certificates, 
igible paper, be less than the amount of 
ral reserve notes applied for. The Federal 
fe agent shall each day notify the Federal 
've Board of all issues and withdrawals of 
ral reserve notes to and by the Federal re- 
bank to which he is accredited. The said 
ral Reserve Board may at any time call 
a Federal reserve bank for additional se- 
7 to protect the Federal reserve notes is- 

ery Federal reserve bank shall maintain 
ves in gold or lawful money of not less than Rettrve 
r-five per centum against its deposits and fFdcca! tcbi 
ces in gold of not less than forty per centum dBmm'i(m'''i 
LSt its Federal reserve notes in actual cir- notsi. 
ion : Provided, howiever. That when the 
ral reserve agent holds gold or gold certifi- 
as collateral for Federal reserve notes is- 
to the bank such gold or gold certificates 
be counted as part of the gold reserve 
1 such bank is required to maintain against 
ederal reserve notes in actual circulation, 
3 so paid out shall bear upon their faces a 
Lctive letter and serial number which shall 
isigned by the Federal Reserve Board to 
Federal reserve bank. Whenever Federal 
ve notes issued through one Federal re- 
bank shall be received by another Federal 
ve bank, they shall be promptly returned 
redit or redemption to the Federal reserve 
through which they were originally issued 
son direction of such Federal reserve bank, 
shall be forwarded direct to the Treasurer 
e United States to be retired. No Federal 
ve bank shall pay out notes issued through 
ler under penalty of a tax of ten per centum 




Cor redeB|it>ia maj be f^.i>.»y l for gidd out 
of tbe itdtiplinM faad keninafter j^orided and 
i rt a rae J to titt i tjtjui bank tfanmgfi which the; 
voe ongtnany inoed, or tliej nuv be retomed 
to Hicli bank for tbe credit of the Uoited SUtes. 
Federal reserre notea aafit tor circaUtioD shall 
be retorocd b}r the Federal reserre agents to the 
Comptraller of the Cnra^icy tor cADcellation 
and destmctioD. 

Tbe Federal Beserre Board shall require each 
Federal reserve bank to maintain od deposit in 
tbe Treasory of the Uoited States a nam in gold 
■ii£cient in the jodgment of the Secretary of 
the TreasQTf for the redemption of the Federal 
reserve notes issued to such bank, but in no 
event less than five per centum of the total 
amount of notes issued less the amoont of gold 
or gold certificates held by the Federal reserve 
agent as collateral security; but such deposit of 
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gold shall be cotinted and indaded as part of 
the forty per centom reseire hereinbefore re- 
quired. The board shall have the right, acting 
tiiroagh the Federal reserve agent, to grant in 
whole or in part or to reject entirely the appli- 
cation of any Federal reserve bank for Federal 
reserve notes ; bot to the extent that such appli- 
cation may be granted the Federal Reserve 
Board shall, throngh its local Federal reserve 
agent, snpplj Federal reserve notes to the banks 
so applying, and such bank shall be charged 
with the amount of notes issned to it and shall 
pay snch rate of interest as may be established 
by the Federal Reserve Board on only that 
amount of such notes which eqnals the total 
amount of its outstanding Feder j reserve notes 
less the amount of gold or gold certificates held 
by the Federal reserve agent as collateral se- 
curity. Federal reserve notes issued to any snch 
bank shall, upon delivery, together with snch 
notes of such Federal reserve bank as may be 
issued under section eighteen of this act upon 
security of United States two pet centum Gov- 
ernment bonds, become a first and paramount 
lien on all the assets of such bank. 

Any Federal reserve bank may at any time jawfui mon 



reduce its liability for outstanding Federal re- 
serve notes by depositing with the Federal re- 
serve agent its Federal reserve notes, gold, gold 
certificates, or lawful money of the United 
States. Federal reserve notes so deposited shall 
not be reissued, except upon compliance with the 
conditions of an original issue. 

The Federal reserve agent shall hold such 
gold, gold certificates, or lawful money available 
exclusively for exchange for the outstanding 
Federal reserve notes when offered by the re- 
serve bank of which he is a director. Upon the 
request of the Secretary of the Treasury the 
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Wben tadi noCca bene been fire|Mral, tbey 
shall be depoa it eJ in tbe TrcMnrj, or in tbe 
sobtreasiny or mint of tbe Cmted States near- 
est the place of bsiiBess of eai^ Federal re- 
serve bank ami shall be held for the nse of 
snch bank subJM^ to tbe order of the Comp- 
troller of the Currency for their deliverj-, as 
provided by this Act 

The plates and dies to be procured bj the 
Comptroller of the CnrrencT for the printing of 
snch circnlatiog notes shall remain under hia 
control and direction, and the expenses neccs- 
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■■tea yrwi Jed far hf the Act of May tfairtiedi, 
■^ffr*rrm buadred aad eaglit. and anj distinctiTe 
paper tkat maj be on lund at the time of the 
passage of tliis Act may be used in the discre- 
tion of the Secretary for the purposes of this 
Act, and shoold the appropriations heretofore 
made be insnSeient to meet the requirements of 
this Act Id addition to drcnlating notes pro- 
vided for by existing law, the Secretary is here- 
by sDthorized to use so mach of any funds in 
the Treasury not otherwise appropriated for the 
pnrpose of furnishing the notes aforesaid: Pro- 
vided, however. That nothing in this section con- 
tained shall be construed as exempting national 
banks or Federal reserve banks from their lia- 
bility to reimburse the United States for any 
expenses incurred in printing and isaoing circa- 
lating notes. 

Sec. 17. Every Federal reserve bank shall 



APPENDIX B 146 

receive on deposit at par from member banks u'^^S* ™ 
or from Federal reserve banks checks and tcm. 
drafts drawn upon any of its depositors, and 
when remitted by a Federal reserve bank, checks 
and drafts drawn by any depositor in any other 
Federal reserve bank or member bank upon funds ' 
to the credit of said depositor in said reserve 
bank or member bank. Nothing herein con- 
tained shall be construed as prohibiting a mem- 
ber bank from charging its actual expense in- 
curred in collecting and remitting funds, or for 
exchange sold to its patrons. The Federal Re- 
serve Board shall, by rule, fix the charges to be 
collected by the member banks from its patrons 
whose checks are cleared through the Federal 
reserve bank and the charge which may be im- 
posed for the service of clearing or collection 
rendered by the Federal reserve bank. 

The Federal Reserve Board shall make and 
promulgate from time to time regulations gov- 
erning the transfer of funds and charges there- 
for among Federal reserve banks and their 
branches, and may at its discretion exercise the 
functions of a clearing house for such Federal 
reserve banks, or may designate a Federal re- 
serve bank to exercise such functions, and may 
also require each such bank to exercise the func- 
tions of a clearing house for its member banks. 

That the Secretary of the Treasury is hereby Gold 
authorized and directed to receive deposits of "'"' '' 
gold coin or of gold certificates with the Treas- 
urer or an assistant treasurer of the United 
States when tendered by any Federal reserve 
bank or Federal reserve agent for credit to its 
or his account with the Federal Reserve Board. 
The Secretary shall prescribe by regulation the 
form of receipt to be issued by the Treasurer 
or Assistant Treasurer to the Federal reserve 
bank or Federal reserve agent making the de- 



I hi 

L 



APPENDIX B 

posit, and a duplicate of such receipt shall be 
delivered to the Federal Reserve Board by the 
Treasurer at Washington upon proper advices 
from any assistant treasurer that such deposit 
has hecD made. Deposits so made shall be held 
subject to the orders of the Federal Reserve 
Board and shall be payable in gold coin or gold 
certificates on the order of the Federal Reserve 
Board to any Federal reserve bank or Federal 
reserve agent at the Treasury or at the Sub- 
treasury of the United States nearest the place 
of business of such Federal reserve bank or such 
Federal reserve agent: Provided, hirtoever. That 
any expense incurred in shipping gold to or 
from the Treasury or subtreasuries in order to 
make such payments, or as a result of making 
such payments, shall be paid by the Federal Re- 
serve Board and assessed against the Federal 
reserve banks. The order used by the Federal 
Reserve Board in making snch payments shall 
be signed by the governor or vice governor, or 
Buch other officers or members as the board may 
by regulation prescribe. The form of snch or- 
der shall be approved by the Secretary of the 
Treasury. 

lecessarily incnrred in carry- 
ivisions, including the cost of 
■ receipts issued for deposits 
sxpensea incident to the hand- 
ling of such deposits shall be paid by the Federal 
Reserve Board and included in its assessments 
against the several Federal reserve banks. 

Gold deposits standing to the credit of any 
Federal reserve hank with the Federal Reserve 
Board shall, at the option of said bank, be 
counted as part of the lawful reserve which it is 
required to maintain against outstanding Fed- 
eral reserve notes, or as a part of the reserve 
it is required to maintain against deposits. 
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Nothing in this section shall be constrned as 
mending section six of the Act of March foui^ 
Knth, nineteen hundred, as amended by the 
of March fourth, nineteen hundred and 
March second, nineteen hundred and 
^n, and June twelfth, nineteen hundred and 
laixteen, nor shall the provisions of this section 
'.be construed to apply to the deposits made or 
jio the receipts or certificates issued under those 
Acts. 

( Sec. 17. 'So much of the provisions of section 
i^fty-one hundred and fifty-nine of the Revised 
['Statutes of the United States, and section four 
of the Act of June twentieth, eighteen hundred 
and seventy-four, and section eight of the Act of 
iJnly twelfth, eighteen hundred and eighty-tivo, ti 
■nd of any other provisions of existing statutes * 
as require that before any national banking as- c 
'^ociation shall be authorized to commence bant- J 
^g business it shall transfer and deliver to the i< 
■Treasurer of the United Stales a stated amount 
(of United States registered bonds, and so much 
(of those provisions or of any other provisions 
'Of existing statutes as require any national 
I banking association now or hereafter organized 
to maintain a minimum deposit of such bonds 
'with the Treasurer is hereby repealed. 

REFUNDING BONDS 

Sec, 18, After two years from the passage 
'of this Act, and at any time during a period of 
(twenty years thereafter, any member bank dc- 
'siiing to retire the whole or any part of its 

(dpculating notes, may file with the Treasurer 
[of the United States an application to sell for 
'jts account, at par and accrued interest. United 

States bonds securing circulation to be retired. 
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Pnnidtd fmriker. Hut tbe Federal Beserrt 
Band aball aHat to each Federal reserre btnl' 
aaob j^mMMtiMi of mch bonds as the capit&i 
aad ivrplits of meh bank shall bear to the ag- 
gregate capital and snrplns of all the Federal 
leacT Te hanks. 

Upon notice from the Treasurer of tbe anumnt 
of bonds so sold for its account, each member 
bank shall dnlr assign a&d transfer, in writing, 
such bonds to the Federal reserve bank pnrchu- 
ing the same, and inich Federal reserve bank 
shall, tberenpon, deposit lawful ntooey with tbe 
Treasurer of tfae United States for the purchase 
price of such bonds, and tbe Treasurer shall pay 
to the member bank selling snch bonds any bal- 
ance dne after deducting a sufficient sum to re- 
deem its outstanding notes secured by such 
bonds, which notes shall be canceled and per- 
manently retired when redeemed. 

The Federal reserve banks purchasing such 
bonds shall be permitted to take out sn amount 
of circulating notes equal to the par value of 
tnch bonds. 

Upon the deposit with the Treasurer of the 
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United States of bonds ao purchased, or any 
bonds with the circulating privilege acquired 
under section four of this Act, any Federal re- 
serve bank making such deposit in the manner 
provided by existing law, shall be entitled to 
receive from the Comptroller of the Currency 
circulating notes in blank, registered and coun- 
tersigned as provided by law, equal in amount 
to the par value of the bonds so deposited. Such 
notes shall be the obligations of the Federal re- 
serve bank procuring the same, and shall be in 
form prescribed by the Secretary of the Treas- 
ury, and to the same tenor and effect as na- 
tional-bank notes now provided by law. They 
shall be issued and redeemed under the same 
terms and conditions as national-bank notes ex- 
cept that they shall not be limited to the amount 
of the capital stock of the Federal reserve bank 
issuing them. 

Upon application of any Federal reserve 
bank, approved by the Federal Reserve Boardj 
the Secretary of the Treasury may issue, in ex- 
change for United States two per centum gold 
bonds bearing the circulation privilege, but 
against which no circulation is outstanding, one- 
year gold notes of the United States without 
the circulation privilege, to an amount not to 
exceed one-half of the two per centum bonds so 
tendered for exchange, and thirty-year three per' 
centum gold bonds without the circulation privi- 
lege for the remainder of the two per centum 
bonds so tendered; Provided, That at the time 
of such exchange the Federal reserve bank ob- 
taining such one-year gold notes shall enter into 
an obligation with the Secretary of the Treas- 
ury binding itself to purchase from the United 
States for gold at the maturity of such one- 
year notes, an amount equal to those delivered 
I in exchange for such bonds, if so requested by 
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BANK SESSSTES 

Sec. 19.^ Demand deposits iritbin the ' 
meaning of this Act shall comprise aM deposits 
payable irithin thirty days, and time deposits 
shall comprise all deposits payable after thirty 
days, all savings accounts and certificates of de- 
posit which are subject to not less than thirty 
days' notice before payment, and &11 postal sav- 
ings deposits.^ 

Every bank, banking association, or tnist com- 
pany which is or which becomes a member of 
any Federal reserve bank shall establish and 
maintain reserve balances with its Federal re- 
serve bank as follows: 

(a) If not in a reserve or central reserve i, 
city, as now or hereafter defined, it shall hold 
and maintain with the Federal reserve bank of 
its district an actual net balance equal to not 
less than seven per centum of the aggregate 
amount of its demand deposits and three per 
centnm of its time deposits. 

(Ej) If in a reserve city, as now or hereafter 
defined, it shall hold and maintain with the Fed- i 
eral reserve bank of its district an actual net 
balance equal to not less than tea per centum 
of the aggregate amount of its demand deposits 
and three per centum of its time deposits: Pro- 
vided, however. That if located in the outlying 
districts of a reserve city or in a territory ad- 
ded to such a city by the extension of its cor- 
porate charter, it may, upon the affirmative vote 
of five members of the federal reserve board, 
hold and maintain the reserve balances speci- 
fied in paragraph (a) hereof. 

1 As amended by act approved Aug. IS, 1911 (38 
Stat., 691, chap. 952); act approved June 21, 1917 
(W SUt., chap. S3). 

« Govemraent deposits other than postal savings de- 
posits not sulvlect to reserve requirements. See section 
1 of act approved April 34, 191T, Appendix, p. 1B4. 
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(e) If in a central reserre citj, 
:after defined, it shall hold and maintun 
with the Federal reserve bunk of its district ai 
actual net balance equal to not less tbitn thirteen 
per centum of the aggregate amotint of its de- 
mand deposits and three per centum of its time 
deposits: Provided, however. That if located in 
the outtjing districts of a central reserre dtf 
or in territory added to such city by the ex- 
tension of its corporate charter, it may, upon 
the affirmative vote of five members of the fed- 
eral reserve board, hold and maintain the re- 
serve balances specified in paragraphs (a) or 
(b) thereof. 

No member bank shall keep on deposit with 
any State bank or trust company which is not 
a member bank a sum in excess of ten per cent- 
um of its own paid-up capital and surplus. No 
member hank shall act as the mediuni or agent 
of a nonmember bank in applying for or receiv- 
ing discounts from a Federal reserve bank un- 
der the provisions of this Act, except by permis- 
sion of the Federal Reserve Board. 

The required balance carried by a member 
hank with a Federal reserve bank may, under 
the regulations and subject to such penalties as 
may be prescribed by the Federal Eeserve 
Board, be checked against and withdrawn by 
such member bank for the purpose of meeting 
existing liabilities: Provided, however. That no 
bank shall at any time make new loans or shall 
pay any dividends unless and until the total bal- 
ance required by law is fully restored. 

In estimating the balances required by this 
Act, the net difference of amounts due to and 
from other banks shall be taken as the basis for 
ascertaining the deposits against which required 
balances with Federal reserve banks shall be de- 
termined. 
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N^ational banks, or banks organized nnder lo- 
:al la'ws, located in Alaska or in a dependency 
3r insular possession or any part of the United 
States outside the continental United States may 
remain nonmember banks, and shall in that 
event maintain reserves and comply with all the 
conditions now provided by law regulating them ; 
or said banks may, with the consent of the Re- 
■erve Board, become member banks of any one 
bf the reserve districts, and shall in that event 
Bake stock, maintain reserves, and be subject to 
tall the other provisions of this Act. 
I Sec. so. So much of sections two and three 
[of the Act of June twentieth, eighteen hundred 
Fwid seventy-four, entitled "An Act fixing the 
■amount of United States notes, providing for a 
redistribution of the national-bank currency, and '^ 
for other purposes," as provides that the fond u 
I deposited by any national banking association 
' with the Treasurer of the United States for the 
'■ redemption of its notes shall be counted as a 
. part of its lawful reserve as provided in the 
Act aforesaid, is hereby repealed. And from 
and after the passage of this Act such fund of 
five per centum shall in no case be counted hy 
any national banking association as a part of 
its lawful reserve. 

BANE EXAMINATIONS 

Sec. 21, Section fifty-two hundred and forty. 
United States Revised Statutes, is amended to 
read as follows: 

The Comptroller of the Currency, with the 
approval of the Secretary of the Treasury, shall of 
Mppoint examiners who shall examine every 
. member bank' at least twice in each calendar 
1 Except banks admitted to membership in the sys- 
I tern under authority of section 9 of this act See 
1 MCtlon E> of this act as amended by act approved 
[.June 21, 191T. 
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eral Roerre Board, provide for special exami- 
nation of member banks within its district. 
Tbe expense of sQch esaminatitHis shall be 
borne by the bank examined. Such examina- 
tions shall be so condocted as to inform tbe 
Federal reserve bank of the condition of its 
member banks and of the lines of credit which 
are being estended by them. Every Federal re- 
serve bank shall at all times furnish to the Fed- 
eral Reserve Board such information as may 
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be demanded concerning the condition of any 
member bank within the district of the said 
- Federal reserve bank. 

No bank shall be subject to any visitorial 
powers other than such as are authorized by 
law, or vested in the courts of justice or such as 
shall be or shall have been exercised or directed 
by Congress, or by either House thereof or by 
any committee of Congress or of either House 
duly authorized. 

The Federal Reserve Board shall, at least 
once each year, order an eiamination of each o 
Federal reserve bank, and upon joint applica- ' 
tion of ten member banks the Federal Reserve 
Soard shall order a special examination and 
report of the condition of any Federal reserve 

Sec. 22.' No member bank and no officer, 
director, or employee thereof shall hereafter 
make any loan or grant any gratuity to any j^ 
bank examiner. Any bank officer, director, or c 
employee violating this provision shall be * 
deemed guilty of a misdemeanor and shall be 
imprisoned not exceeding one year or fined not 
more than $5,000, or both; and may be fined a 
further sum equal to the money so loaned or 
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5,000, or both; and may be fined a further sum 
equal to the money so loaned or gratuity given, 
and shall forever thereafter be disqualified from 
holding office as a national-bank examiner. 

(b) No national-bank examiner shall perform 
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•r tliiiBg of value from •itj' pema, fiiK, or «v- 
porcUon, for procuring or " 
turt for each person, firm, o 
•ny <itb«r perwn, firm, o 
fruui ur the j>uK.-hs«c or dUconnt of may paper, 
note, draft, check, or bill of exAiinge by snffa 
ueinl>er bank vhall be deemed gmlty of a mis- 
demeanor ^od shall be imprisoiml Dot more Oum 
one j'ear or fined nut more than $5,000, or bsA. 

(d) Any member bank may contract for, or 
purchoae from, any of ita directors or from any 
firm of which any of Us directors is a member, 
any securitfei or other property, when (and not 
otherwise) such purchase ia made in the regn- 
lar course of business upon terms not less favor- 
able to the bank than those ofTered to others, or 
whcu such purchase ia authorized by a majority 
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'ivt the board of directors not interested in the 
>aalc of such securities or property, such author- 
ity to be evidenced by tlie affirmative vote or 
[written assent of such directors; Provided, how- 
ever. That when any director, or firm of which 
any director la a member, acting for or on behalf 
of others, sells securities or other property to a 
member bank, the Federal Reserve Board by 
regulation may, in any or all cases, require a 
full disclosure to be made, on forms to be pre- 
flcribed by it, of all commissions or other con- 
siderations received, and whenever such direc- 
tor or firm, acting in his or its own behalf, sells 
securities or other property to the bank the 
Federal Reserve Board, by regulation, may re- 
quire a full disclosure of all profit realized from 
such sale. 

Any member bank may sell securities or 
other property to any of its directors, or to a 
firm of which any of its directors is a member, 
in the regular course of business on terms not 
more favorable to such director or £rm than 
those offered to others, or when such sale is 
authorized by a majority of the board of di- 
rectors of a member bank to be evidenced by 
their affirmative vote or written assent: Pro- 
vided, however. That nothing in this subsection 
contained shall be construed as authorizing mem- 
ber banks to purchase or sell securities or other 
property which such banks are not otherwise 
authorized by law to purchase or sell. 

(e) No member bank shall pay to any di- 
rector, officer, attorney, or employee a greater 
rate of interest on the deposits of such director, 
officer, attorney, or employee than that paid to 
other depositors on similar deposits with such 
member hank. 

(f) If the directors or officers of any mem- 
ber bank shall knowingly violate or permit any 
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rency, or from the board of directors of snch 
bank, eicept when ordered to do so by s court 
of competent jurisdiction, or by direction of the 
Congress of the United States, or of either 
House thereof, or any committee of Congress 
or of either House duly authorized. Any per- 
son violating any provision of this section shall 
be punished by a fine of not exceeding $2,000 
or by imprisonment not exceeding one year, or 
both. 

Except as provided in existing laws, this pro- 
vision shall not take effect until sisty days af- 
ter the passage of this Act. 

Sbc. 23. The stockholders of every national 

[ banking association shall be held individually t 
responsible for all contracts, debts, and engage- •■ 
ments of such association, each to the amount 
of his stock therein, at the par value thereof in 

I addition to the amount invested in such stock. 

' The stockholders in any national hanking asso- 
ciation who shall have transferred their shares 
or registered the transfer thereof within sixty 
days nest before the date of the failure of such 
association to meet its obligations, or with 
knowledge of such impending failure, shall be 
liable to the same extent as if they had made 
no such transfer, to the extent that the subse- 
quent transferee fails to meet such liability; but 
this provision shall not be construed to affect in 
any way any recourse which such shareholders 
might otherwise have against those in whose 
names such shares are registered at the time of 
such failure. 

f 

LOANS ON FARM LAND! 

Sec. Zi.'- Any national banking association 
not situated in a central reserve city may make 
1 As amended by act approved Sept. T, 1916 (39 
I Stat, 759, chap. 461). 
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loans sccarcd hj improrcd and aneticiiiiibcnd 
fann land dtnaUd vitliui its Federal reserre 
district or wctliiii a r&diiu of one faandred duIn 
of the place in which such bank is located, ir- 
respective of district lines, and mar also mtkt 
loans secured bv improved and unencumbered 
real estate located within one hnndred milea of 
the place in which soch bank is located, ine- 
spective of district lines ; bnt no loan made 
upon the secarity of such farm land shall be 
made for a longer time than five years, and no 
loan made npon the security of such real estate 
as distinguished from farm Isnd shall be made 
for a longer time than one year nor shall the 
amount of any such loan, whether upon snch 
farm land or upon such real estate, exceed fifty 
per centum of the actual value of the property 
offered as security. Any such bank may make 
such loans, whether secured by snch farm laod 
or such real estate, in an aggregate sum equal 
to twenty-five per centum of its capital and sur- 
plus or to one-third of its time deposits and 
SQch banks may continne hereafter as hereto- 
fore to receive time deposits and to pay interest 
on the same. 

The Federal Reserve Board shall have power 
from time to time to add to the list of cities in 
which national banks shall not be permitted to 
make loans secured npon real estate in the 
ner described in this section. 
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FORXIGN BRAKCHXB 

^ Sec. S5.^ Any national banking &asoc3i!i 
possessing a capital and surplus of $1,000,000 
may file application with the Federal 
Reserve Board for permission to exercise, upon 
such conditions and under such regulations as 
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may be prescribed by the said board, either or 
bo^ of the following powers: 

First. To establish branches io foreign coun- 
tries or dependencies or insular possessions of 
the United States for the furtherance of the 
foreign commerce of the United States, and to 
act if required to do so as fiscal agents of the 
United States. 

Second. To invest an amount not exceeding 
in the aggregate ten per centum of its paid-in 
capital stock and surplus in the stock of one or 
more banks or corporations chartered or incorp- 
orated under the laws of the United States or 
of any State thereof, and principally engaged 
in international or foreign banking, or banking 
in a dependency or insular possession of the 
United States either directly or through the 
agency, ownership, or control of local institu- 
tions in foreign countries, or in such depend- 
encies or insular possessions. 

Until January 1, 1921, any national banking 
association, without regard to the amount of 
its capital and surplus, may file application 
■with the Federal Reserve Board for permis- 
sion, upon such conditions and under such 
regulations as may be prescribed by said board, 
to invest an amount not exceeding in the aggre- 
gate 5 per centum of its paid-in capital and 
surplus in the stock of one or more corpora- 
tions chartered or incorporated under the laws 
of the United States or of any State thereof 
and, regardless of its location, principally en- 
gaged in such phases of international or for- 
eign financial operations as may be necessary 
to facilitate the export of goods, wares, or mer- 
chandise from the United States or any of its 
dependencies or insular possessions to any for- 
eign country; Provided, however. That in no 
event shall the total investments authorized by 
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tliis section by any one national bank exceed 
10 per ccntiiiti of its capital and surplus. 

Such application shall specify the name and 
capital of the backing association filing it, the 
powers applied for, and the place or pUcei 
vherc the banking or financial operations pro' 
posed are to be carried on. The Federal Reserve 
Board shall have power to approve or to 
reject such application in whole or in part if 
for any reason the granting of such applica- 
tion is deemed inexpedient, and shall also have 
power from time to time to increase or decrease 
the number of places where such banking 
operations may be carried on. 

Every national banking association operating 
foreign branches shall be required to furnish in- 
formation concerning the condition of such 
branches to the Comptroller of the Currency 
upon demand, and every member bank investing 
in the capital stock of banks or corporations de- 
Bcribed above shnll be required to furnish in- 
formation concerning the condition of such 
banks or corporations to the Federal Reserve 
Board upon demand, and the Federal Reserve 
Board may order special examinations of the 
snid branches, banks, or corporations at such 
time or times as it may deem best. 

Before any national bank shall be permitted 
to purchase stock in any such corporation the 
said corporation shall enter into an agreement 
or undertaking with the Federal Reserve Board 
to restrict its operations or conduct its business 
in such manner or under such limitations and 
restrictions as the said board may prescribe for 
the place or places wherein such business is to 
be conducted. If at any time the Federal Re- 
serve Board shall ascertain that the regulations 
prescribed by it arc not being complied with, 
said board is hereby authorized and empowered 
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fto institute an investigation of the matter and 
to send for persons and papers, subpoena wit- 
xicsses, and administer oaths in order to satisfy 
£tself as to the actual nature of the transac- 
tions referred to. Should such investigation 
■esult in estabKahing the failure of the corpo- 
•ation in question, or of the national bank or 
banks which may be stockbolders therein, to 
conaply with the regulations laid down by the 
Vaid Federal Reserve Board, such national 
lanks may be required to dispose of stock 
'holdings in the said corporation upon reasonable 

Every such national banking association shall 
conduct the accounts of each foreign branch in* 
dependently of the acconnts of other foreign 
branches established by it and of its home of- 
fice, and shall at the end of each fiscal period 
transfer to its general ledger the profit or loss 
accmed at each branch as a separate item. 

Any director or other officer, agent, or em- 
ployee of any member bank may, with the ap- 
proval of the Federal Reserve Board, be a di- 
rector or other officer, agent, or employee of 
any such bank or corporation above mentioned 
in the capital stock of which such member bank 
shall have invested as hereinbefore provided, 
without being subject to the provisions of sec- 
tion eight of the Act approved October fifteen, 
nineteen hundred and fourteen, entitled "An 
Act to supplement existing laws against unlaw- 
ful restraints and monopolies, and for other 
purposes." 

t&EC, 25' (a). Corporations to be organized for 
the purpose of engaging in international or for- i 
eign banking or other international or foreign j 
financial operations, or in banking or other ' 

1 This section which is known as the Eclge Araenil- 
joent was enacted Dec. 24, 1919. 
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financial operations in a dependency or insulai 
possession of the United States, either direct 
or through the agency , ownership^ or control of 
local institutions in foreign coimtries, or in such 
dependencies or insular possessions as prorided - 
by this section, and to act when required by t&e 
Secretary of the Treasury as fiscal agents of the 
United States, may be formed by any nmnber 
of natural persons, not less in any case than 
five. 
Articles of Such pcrsons shall enter into articles of as- 
"r^ffiMtion"** sociation which shall specify in general terms 
certificate. the objects for which the association is formed 

and may contain any other provisions not in- 
consistent with law which the association may 
see fit to adopt for the regulation of its busi- 
ness and the conduct of its affairs. 

Such articles of association shall be signed 
by all of the persons intending to participate 
in the organization of the corporation and, 
thereafter, shall be forwarded to the Federal 
Reserve Board and shall be filed and preserved 
in its office. The persons signing the said arti- 
cles of association shall, under their hands, 
make an organization certificate which shall 
specifically state: 

First. The name assumed by such corpora- 
tion, which shall be subject to the approval of 
the Federal Reserve Board. 

Second. The place or places where its opera- 
tions are to be carried on. 

Third. The place in the United States where 
its home office is to be located. 

Fourth. The amount of its capital stock and 
the number of shares into which the same shall 
be divided. 

Fifth. The names and places of business or 
residence of the persons executing the certificate 
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tlie number of shares to which each has 
subscribed. 

Sixth. The fact that tlie certificate is made to 
enable the persons subscribing the same, and all 
other persons, firms, companies, and corpora- 
tions, who or which may thereafter subscribe to 
or purchase shares of the capital stock of such 
corporation, to avail themselves of the advan- 
tages of this section. 

The persons signing the organization certifi- 
cate shall duly acknowledge the execution thereof i 
( before a jndge of some court of record or notary 
I public, who shall certify thereto under the seal 
of such court or notary, and thereafter the cer- 
tificate shall be forwarded to the Federal Re- 
serve Board to be filed and preserved in its 
office. Upon duly making and filing articles of 
association and an organization certificate, and 
after the Federal Reserve Board has approved 
the same and issued a permit to begin business, 
the association shall become and be a body cor- 
- porate, and as such and in the name designated 
therein shall have power to adopt and use a cor- 
porate seal, which may be changed at the pleas- 
ure of its board of directors; to have succession 
for a period of twenty years unless sooner dis- 
solved by the act of the shareholders owning 
two-thirds of the stock of by an Act of Congress 
or unless its franchises become forfeited by 
some violation of law ; to make contracts ; to sue 
1 and be sued, complain, and defend in any court 
of law or equity ; to elect or appoint directors, 
j all of whom shall be citizens of the United 
States; and, by its board of directors, to appoint 
I such olficers and employees as may be deemed 
I proper, define their authority and duties, reqnire 
' bonds of them, and fix the penalty thereof, dis- 
5uch officers or employees, or any thereof. 
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^Af tiaMOcnHf taa the pnTucgcs gtw^liA to 

iCmtk catpamiHi w cwganixcd shall haie 
p^ptT, BBder laeh nles aad R^alstiaB« u fle 
Ferfenl Beaem B » t J aMf prescribe: 

(*) T« iwiilmi. acll, dijctmiit, and at- 
gntwte, wilfa or withoot fta tBdonement c»r gnar- 
amtf, antes, drmfta, efccdu, bills of exdunge, 
•eeaptiaees, it lB dJi^ baafccn' acceptances, 
cable trancfcn, and oUier evidoKes of iodebted- 
bcm; ta podwM a>d tell, with or withont its 
iadonaotak or go»T»nty, seetmties, indndiiif; 
the obtigationf of tbe United States or of sn; 
State tbenof b«t not incliidiii^ sh&rea of stod 
Id may corporstiaa except as herein provided; 
to accept 1m11> or drafts drawn upon it subject 
Is sncb limitations and restrictiotts bs the Fed- 
eral Reserve Board may impose; to issoe letters 
of credit ; to porchase and sell coin, bollion, and 
exchange; to borrow and to lend money; to issne 
debentores, bonds, and promissory' notes uiidef 
such general conditions as to secarity and such 
limitations as the Federal Reserve Board may 
prescribe, but in no event having liabilities out- 
standing thereon at any one time exceeding ten 
timet its capital stock and surplus; to receive 
deposits outside of the United States and to 
receive only such deposits within the United 
States »s may be incidental to or for the purpose 
of carrying out transactions in foreign countries 
or dependencies or insular possessions of the 
United States; and generally to exercise such 
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powers as are iocidental to the powers conferred 
by this Act or as may be osaal, in the determiiis- 
tioD of the Federal Reserre Board, in connection 
■with the transaction of the business of banking 
or other fiuaDcial operations in the eountries, 
colonies, dependencies, or possessions in which it 
shall transact business and not inconsistent with 
the powers specifically granted herein. Nothing 
contained in this section shall be construed to 
prohibit the Federal Reserve Board, under its 
power to prescribe rules and regulations, from 
limiting the aggregate amount of liabilities of 
any or all classes incurred by the corporation 
and outstanding at any one time. Whenever a 
corporation organized under this section receives 
deposits in the United States authorized by this 
section it shall carry reserves in such amounts 
as the Federal Reserve Board may prescribe, 
but in no event less than 10 per centum of its 
deposits, 

(b) To establish and maintain for the trans- Bnnch« 
action of its business branches or agencies in J^^^J^'" 
foreign countries, their dependencies or colonies, 
and in the dependencies or insular possessions 
of the United States, at such places as may be 
approved by the Federal Reserve Board and un- 
der such rules and regulations as it may pre- 
scribe, including countries or dependencies not 
specified in the original organization certificate. 
! (c) With the consent of the Federal Reserve Power w 

I Board to purchase and hold stock or other cer- cEri«i"™t>ii 
I tificates of ownership in any otlier corporation ™ 
I organized under the provisions of this section, fm 

or under the laws of any foreign country or a 
I colony or dependency thereof, or under the laws 
I of any State, dependency, or insular possession 
of the United States but not engaged in the 
' general business of buying or selling goods, 
I wares, merchandise or commodities in the Unit- 






P«nU«H orgsaUcd iKremidcr fro 
and holding itock in any corporr^tiaa wfceie 
•Dch purcluiF skail be oeces^Atr to prercnt a 
Um* u{mu s debt previously contracted in good 
faith; and «toek so purchased or acquired ia 
c»r]N>rfitluiiii organized under this secfkm shall 
within lis montfi* from sdcIi purchase be M^d 
or dinpoMed of nt public or private sale t 
thr time to »o dispose of same is extended by 
the I'edersl Hrsrrve Board. 

No corporation organized under this section 
Nhall carry on any part of its business in the 
Unitt^d HtatcH except such as, in the judgment 
of the federal Reserve Board, shall be inci- 
dental to Its international or foreign business: 
And provided further. That except such as is 
ineid<^ntnl and preliminary to its organization 
no Jiuch corporation sholl exercise any of the 
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lowers conferred by this section until it lias 
leen duly authorized by the Federal Reserve 
ioard to commence business as a corporation 
FTganized under the provisions of this section. 

No corpuratiou organized under this section 
hall engage in commerce or trade in commodi- 
les except ss specifically provided in this sec- „ 
ion, nor shall it either directly or indirectly = 
lontrol or fis or attempt to control or fis the n 
nice of any such commodities. The charter of 
Buy corporation violating this provision shall 
Ik subject to forfeiture in the manner here- 
inafter provided in this section. It shall be un- 
^wful for any director, officer, agent, or em- 
feloyee of any such corporation to use or to 
Konspire to use the credit, the funds, or the 
Krower of the corporation to fix or control the 
|»Tice of any such commodities, and any such per- 
son violating this provision shall be liable to a 
fine of not less than $1,000 and not exceeding 
$5,000 or imprisonment not less than one year 
and not exceeding five years, or both, in the dis- 
cretion of the court. 

No corporation shall be organized under the 
provisions of this section with a capital stock / 
of leas than $3,000,000, one-quarter of which "^ 
ttiust be paid in before the corporation may be 
authorized to begin business, and the remainder 
of the capital slock of such corporation shall 
1)0 paid in installments of at least 10 per centum 
i)n the whole amount to which the corporation 
flhall be limited as frequently as one installment 
iat the end of each succeeding two months from 
the time of the commencement of its business 
operations until the whole of the capital 
fltock shall be paid in. The capital stock of 
Wny such corporation may be increased at 
toy time, with tlie approval of the Federal Re- 
^rve Board, by a vote of two-thirds of its 
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shareholders or by unanimous consent in writ- 
ing of the shareholders withoat a meeting and 
without a formal vote, but any snch increase of 
capital shall be fully paid in within ninety days 
after such approval; and may be reduced in 
like manner^ provided that in no event shall 
it be less than $2^000^000. No corporation, 
except as herein provided, shall during the time 
it shall continue its operations withdraw or per- 
mit to be withdrawn, either in the form of divi- 
dends or otherwise^ any portion of its ca{»taL 
Nationml Any national banking association may invest 

iMnk* may in- . "l , . , - " ^ . , 

Ycit in •tock. m the stock of any corporation organized un- 
der the provisions of this section, but the aggre- 
gate amount of stock held in all corporations 
engaged in business of the kind described in 
this section and in section 25 of the Federal 
Reserve Act as amended shall not exceed 10 
per centum of the subscribing bank's capital and 
Hurplus. 

A majority of the shares of the capital stock 
of any such corporation shall at all times be 
held and owned by citizens of the United 
States, by corporations the controlling interest 
in which is owned by citizens of the United 
States, chartered under the laws of the United 
States or of a State of the United States, or by 

iiiif' '^^^^nd^'wJ. ^'™'' ^' companies, the controlling interest in 
trol. which is owned by citizens of the United States. 

The provisions of section 8 of the act approved 
October 15, 1914, entitled "An act to supple- 
ment existing laws, against unlawful restraints 
and monopolies, and for other purposes," as 
amended by the acts of May 15, 1916^ and 
September 7, 1916, shall be construed to apply 
to the directors, other officers, agents, or em- 
ployees of corporations organized under the 
provisions of this section: Provided, however, 
That nothing herein contained shall (1) pro- 
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hibit any director or other officer, agent or em- 
ployee of any member bauk, who has procured 
the approval of the Federal Reserve Board 
from serving at the same time' aa a director 
or other officer, agent or employee of any cor- 
poration organized under the provisions of this 
section in whose capital stock such member bank 
shall have invested; or (2) prohibit any director 
or other officer, agent, or employee of any cor- 
poration organized under the provisions of this 
section, who has procured the approval of the 
Federal Reserve Board, from serving at the 
same time as a director or other officerj agent 
ot employee of any other corporation in whose 
capital stock sueh first-mentioned corporation 
shall have invested under the provisions of this 
section. 

No member of the Federal Reserve Board 
shall be an officer op director of any corporation 
organized under the provisions of this section, or 
of any corporation engaged in similar business 
organised under the laws of any State, nor hold 
stock in any such corporation, and before en- 
tering upon his duties as a member of the Fed- 
eral Reserve Board he shall certify under oath 
to the Secretary of the Treasury that he has 
complied with this requirement. 

Shareholders in any corporation organized un- 
der the provisions of this section shall be liable 
for the amount of their unpaid stock subscrip- 
tions. No such corporation shall become a mem- 
ber of any Federal reserve bank. 

Should any corporation organized hereunder 
violate or fail to comply with any of the provi- 
sions of this section, all of its rights, privileges, 
and franchises derived herefrom may thereby be 
forfeited. Before any such corporation shall 
be declared dissolved, or its rights, privileges, 
and franchises forfeited, any noncompliance 
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with, or violation of such laws shall^ howerer, 
be determined and adjudged by a court of the 
United States of competent jnrisdiction, in a suit 
brought for that purpose in the district or terri- 
tory in which the home office of such corpora- 
tion is located^ which suit shall be brought by 
the United States at the instance of the Federal 
Reserve Board or the Attorney General. Upon 
adjudication of such noncompliance or violation, 
each director and officer who participated in, 
or assented to, the illegal act or acts, shall be 
liable in his personal or individual capa- 
city for all damages which the said corporation 
shall have sustained in consequence thereof. No 
dissolution shall take away or impair any rem- 
edy against the corporation, its stockholders, or 
officers for any liability or penalty previously 
incurred. 

Any such corporation may go into voluntary 
liquidation and be closed by a vote of its share- 
holders owning two-thirds of its stock. 

Whenever the Federal Reserve Board shall be- 
Liquidation. eome satisfied of the insolvency of any such 
corporation, it may appoint a receiver who shall 
take possession of all of the property and assets 
of the' corporation and exercise the same rights, 
privileges, powers, and authority with respect 
thereto as are now exercised by receivers of na- 
tional banks appointed by the Comptroller of 
the Currency of the United States: Provided, 
hoxvever. That the assets of the corporations 
subject to the laws of other countries or juris- 
dictions shall be dealt with in accordance with 
the terms of such laws. 

Every corporation organized under the pro- 
visions of this section shall hold a meeting of its 
stockholders annually upon a date fixed in its 
by-laws, such n^eeting to be held at its home 
office in tlie United States. Every such cor- 
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poration shall keep at its home office books 
containing the names of all stockholders thereof, 
and the names and addresses of the members of 
its board of directors, together with copies of all 
reports made by it to the Federal Reserve 
Board. Every such corporation shall make re- 
ports to the Federal Reserve Board at such times 
and in such form as it may require; and shall 
be subject to examination once a year and at 
such other times as may be deemed necessary 
by the Federal Reserve Board by examiners ap- 
pointed by the Federal Reserve Board, the cost 
of such examinations, including the compensa- 
tion of the examiners^ to be fixed by the Fed- 
eral Reserve Board and to be paid by the cor- 
poration examined. 

The directors of any corporation organized Dividends 
under the provisions of this section may, semi- ^^^ surplus. 
annually, declare a dividend of so much of the 
net profits of the corporation as they shall 
judge expedient; but each corporation shall, 
before the declaration of a dividend, carry one- 
tenth of its net profits of the preceding half 
year to its surplus fund until the same shall 
amount to 20 per centum of its capital stock. 

Any corporation organized under the provi- 
sions of this section shall be subject to tax by 
the State within which its home office is located Taxation. 
in the same manner and to the same extent as 
other corporations organized under the laws of 
that State which are transacting a similar char- 
acter of business. The shares of stock in such 
corporation shall also be subject to tax as the 
personal property of the owners or holders 
thereof in the same manner and to the same 
extent as the shares of stock in similar State 
corporations. 

Any corporation organized under the provi- 
sions of this section may at any time within 
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p^^jf'^Jp^ the two years next prerious to the date of the 
ponte cxiifc- expiration of its corporate existence, hj a TOte 

of the shareholders owning two-thirds of its 
stocky apply to the Federal Reserre Board for 
its approral to extend the period of its cofp orai c 
existence for a term of not more than twenty 
Tears, and upon certified approral of the Fed- 
eral Reserre Board snch corporaiian shall hsye 
its corporate existence for snch extended penod 
unless sooner dissohrd br the act of the Aait- 
holders owning two-thirds of its stock, or hj an 
Act of Congress or vnless its franchise h cf w if f 
forfeited br some Tiolation of law. 

Anj bank or biinfc ing instftntian, priBc^ally 
engaged in fwesgn Imu i \Vj ineorporatod by 
special law of anj State or of the Unifced Stites 
««r offgaBiaed ander the geneni laws of anj 
State or «»f tiW Unted States aid hari^ 
ba|)iaLKd «npibaL sglKrfinit t» oftitie H to 
a vvrwralbMi TTiArr tke pcorHBons of this 
roa ndT^ Vt tae vute tit ^e dhareikolders own- 
^jx^ 3tfC leK^ ta.1T twv"^aErt& <if the *'*r^*^ stock 
vri 53ik*a. bask cr Mokbw xsocsitaan. wfth the 
jL^cf/vxl >if ^ FetieniL ResioTe Faard, he eoo- 
v^ft^ jxa> X FetienL .aicpocatam aif the land 





)nifcf«i> Wwtmr^. TTiac saiii cfULucuLiuiL dkall not be 

tat? ATCjcit^ ^i jcc^uctacim 

5Liic!iCc :tt«is/ >j *!ieciit»i 7f a sa^^urdtr aif the 

iii>x*<urs >c :at: .^aak jr 

t^^ oci^iicftctt siWI ieoacT? t&ac t&e <mBEs sf 
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cate, shall have powei" to execute all other papers 
and to do whatever may be required to make its 
organization perfect and complete as a Federal 
corporation. The shares of any such corpora- 
tion may continue to be for the same amount 
each as they were before the convcrsionj and 
the directors may continue to be directors of 
the corporation until others are elected or ap- 
pointed in accordance with the provisions of 
this section. When the Federal Reserve Board 
has given to such corporation a certificate that 
the provisions of this section have been complied 
■with, such corporation and all its stockholders, 
officers, and employees shall have the same pow- 
ers and privileges, and shall be subject to the 
same duties, liabilities, and regulations, in all 
respects, as shall Lave been prescribed by this 
section for corporations originally organized 
hereunder. 

Every officer, director, clerk, employee, or 
agent of any corporation organized under this 
section who embezzle.ij abstracts, or willfully 
misapplies any of the moneys, funds, credits, 
securities, evidences of indebtedness or assets of 
any character of such corporation; or who, with- 
out authority from the directors, issues or puts 
forth any certificate of deposit, draws any 
order or bill of exchange, makes any acceptance, 
assigns any note, bond, debenture, draft, bill of 
exchange, mortgage, judgmentj or decree ; or 
who makes any false entry in any book, report, 
or statement of such corporation with intent, 
in either case, to injure or defraud such cor- 
poration or any other company, body politic or 
corporate, or any individual person, or to deceive 
any officer of such corporation, the Federal Re- 
serve Board, or any agent or examiner appointed 
to examine the affairs of any such corporation; 
and every receiver of any such corporation and 
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:9gsox "T "Taiiiiiieg lopoiDtseci. to esanHiiK tiic 
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Hkc, M. M\ proyisiotis of law inconsistent 
with Of nupr.rntAtA by any of the provisions of 
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this Act are to tliat extent and to that extent 
only hereby repealed: Provided, Nothing in Gold 
this Act contained shall be construed to repeal 
the parity provision or provisions contained in 
an Act approved March fourteenth, nineteen 
hundred, entitled "An Act to define and fix the 
standard of value, to maintain the parity of all 
forma of money issued or coined by the United 
States, to refund the public debt, and for other 
purposes," and the Secretary of the Treasury 
may, for the purpose of maintaining such parity 
and to strengthen the gold reserve, borrow gold 
on the security of United States bonds author- 
ized by section two of the Act last referred to 
or for one-year gold notes bearing interest at 
a rate of not to exceed three per centum per 
annum, or sell the same if necessary to obtain 
gold. When the funds of the Treasury on hand 
justify, he may purchase and retire such out- 
standing bonds and notes. 

Sec. 27.' The provisions of the Act of May 
thirtieth, nineteen hundred and eight, authoriz- 
ing national currency associations, the issue of 
additional national-bank circulation, and cicat- "Aidrkh 
ing a National Monetary Commission, which es- ^^ej^ncy 
pires by limitation under the terms of such Act act" ewen 
on the thirtieth day of June, nineteen hundred i9is,"and 
and fourteen, are hereby extended to June thir- vised. 
tieth, nineteen hundred and fifteen, and sections 
fifty-one hundred and fifty-three, fifty-one han- 
dred and seventy-two, fifty-one hundred and 
ninety-one, and fifty-two hundred and fourteen 
of the Revised Statutes of the United States, 
which were amended by the Act of May thir- 
tieth, nineteen hundred and eight, are hereby re- 
enacted to read as such sections read prior to 
May tliirtieth, nineteen hundred and eight, sub- 

1 As amended by act approved Aug, 4, lOll (38 
StaL, S83, chap. 3SS). 



SI 

L 




APPENDIX B 

ject to such amendments or modifications as i 
prescribed in this Act: Provided, homever. That 
flection nine of the Act first referred to in this 
flection is hereby ameaded so as to change the 
tax rates fixed in said Act by making the por- 
tion applicable thereto read as follows: 

National banking associations having ciica- 
lating notes secured otherwise than by bonds 
of the United States, shall pay for the first 
three months a tas at the rate of three per 
centum per annum upon the average amount of 
such of their notes in circulation as are based 
upon the deposit of such securities, and after- 
wards an additional tax rate of one-half of one 
per centum per annum for each month until a 
tax of six per centum per annum is reached, and 
thereafter such tax of six per centum per an- 
num upon the average amount of such notes: 
Provided further. That whenever in his judg- 
ment he may deem it desirable, the Secretary 
of the Treasury shall have power to suspend the 
limitations imposed by section one and section 
three of the Aet referred to in this section, 
which prescribe that such additional circulation 
secured otherwise than by bonds of the United 
States shall be issued only to National banks 
having circulating notes outstanding secured by 
the deposit of bonds of the United States to an 
amount not less than forty per centum of the 
capital stock of such banks, and to suspend also 
the conditions and limitations of section five of 
said Aet except that no bank shall be permitted 
to issue circulating notes in excess of one hun- 
dred and twenty-five per centum of its unim- 
paired capital and surplus. He shall require 
each bank and currency association to maintain 
on deposit in the Treasury of the United States 
ft sum in gold sufficient in his judgment for the 
redemption of such notes, but in no event less 
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than five per centum. He may permit Natianal 
banks, dnring the period for which such pro- 
Tiaions are suspended, to issue additional cir- 
culation under the terms and conditions of the 
Act referred to aa herein amended: Provided 
further. That the Secretary of the Treasury, in 
his discretion, is further authorized to extend 
the benefits of this Act to all qualified State 
banks and trust companies, vhicfa have joined 
the Federal reserve system, or which may con- 
tract to join within fifteen days after the pas- 
sage of this Act. 

Sec. S8. Section fifty-one hundred and 
forty-three of the Revised Statutes is hereby 
amended and reenacted to read as follows: i 
Any association formed under this title may, by 
the vote of shareholders owning two-thirds of its 
capital stock, reduce its capital to any sum not 
below the amount required by this title to 
authorize the formation of associations ; but no 
such reduction shall be allowable which will 
reduce the capital of the association below the 
amount required for its outstanding circulation, 
nor shall any reduction be made until the amount 
of the proposed reduction has been reported to 
the Comptroller of the Currency and such re- 
dnction has been approved by the said Comp- 
troller of the Currency and by the Federal Re- 
serve Board, or by the organization committee 
pending the organization of the Federal Reserve 
Board. 

Sec. S9. If any clause, sentence, paragraph, 
or part of this Act shall for any reason be ad- 
judged by any court of competent jurisdiction 
to be invalid, soch judgment shall not affect, 
impair, or invalidate the remainder of this Act, 
but shall be confined in its operation to the 
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cUme, tentence, paragrmph, or part thereof di- 
redi J inrolTed in tiie controversy in which such 
judi^iieiit thall have been rendmd. 

Ssc 50. The rig^t to amend, alter, or re- 
peal this Act is herebj ezpressl j reserred. 
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Provitiotu of the Farm Loan Act, approved 
July 17, 1916, which affect Federal Reserve 
Bank* and member banks of the Federal Re- 
serve System. 

FARM LOAN ACT 

An Act To provide capital for agricoltoral 
developmentj to create standard forms of in- 
vestment based upon farm mortgage, to equa- 
lize rates of interest upon farm loans, to fur- 
nish a market for United States bonds, to create 
Government depositaries and financial agents 
for the United States, and for other purposes. 



CAPITAL STOCK ( 



' FBDEBAL LAND BANKS 



At least twenty-five per centum of that part 
of the capital of any Federal land bank for 
which stock is outstanding in the name of na- 
tional farm loan associations shall be held in 
quick assets, and may consist of cash in the 
vaults of said land bank, or in deposits in mem- 
ber banks of the Federal reserve system, or in 
readily marketable securities which are ap- 
proved nnder rules and regulations of the Fed- 
eral Farm Loan Board : Provided, That not less 
than five per centom of sttch capital shall be 
invested in United States Government bonds. 



GOVERNMENT 

Skc. 6. That all Federal land banks and 
joint stock land banks organized under thia 
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Act, when designated for that purpose by the 
Secretary of the Trcasorj, shall be depositaiiu 
of public money, except receipts from costoras, 
under such re^ulatioos as may be prescribed by 
said Secretary ; and they may also be employed 
aa financial agents of the Government; and they 
shall perform all such such reasonable duties, as 
depositaries of public money and financial 
agents of the Government, as may be required 
of them. And the Secretary of the Treasury 
shall require of the Federal land banks and 
joint stock land banks thus designated satisfac- 
tory security, by the deposit of United States 
bonds or otherwise, for the safekeeping and 
prompt payment of the public money deposited 
with them, and for the faithful performance of 
their duties as financial agents of the Govern- 
ment. No Government funds deposited under 
the provisions of this section shall be invested 
in mortgage loans or farm loan bonds. 

POWERS OF FEDERAL LANn BANKS 

Sec. is. That every Federal land bank 
shall have power, subject to the limitations and 
requirements of this Act — 

Fifth. To deposit its securities, and its cur- 
rent funds subject to check, with any member 
bank of the Federal Reserve System, and to 
receive interest on the same as may be agreed. 

INVESTMENT IN FARM LOAN BONDS 

Sec. 27. That farm loan bonds issued un- 
der the provisions of this Act by Federal land 
banks or joint stock land hanks shall be a law- 
ful investment for all fiduciary and trust funds, 
and may be accepted as secarity for all public 
deposits. 

Any memtier bank of the Federal Reserve 
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System may buy and sell farm loan bonds is- 
sued under the authority of this Act. 

Any Federal reserve bank may buy and sell 
farm loan bonds issued under this Act to the 
same extent and subject to the same limitations 
placed upon the purchase and sale by said 
banks of State^ county^ district^ and municipal 
bonds under subsection (b) of section fourteen 
of the Federal Reserve Act approved Decem- 
ber twenty-third; nineteen hundred and thirteen. 
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focb bcnk or tnut oompany and iarested IB a«& 
bond* or eerttficstei of indditediiess {dn the 
amoont to fnveaUd bj* soch bank or trust c<mb- 
panj', and *ucfa dcpotiU shall be secored in the 
manner rcfpiired for otber deposits by sectioB 
Afly-one liundreil and fifty-three. Revised Sta- 
tutes, and amcndincnta thereto: Provided far- 
ther. That the I'rovjaiona of section fifty-one 
hundred and nincty-one of the Beviaed Statutes, 
a* niRtinded by the Federal Reaerve Act and the 
■inendmenls thereof, with reference to the re- 
icrTCK required to be kept by national banking 
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associations and other member banks of the Fed- 
eral Reserve System^ shall not apply to de- 
posits of public moneys by the Unit^ States in 
designated depositaries. 
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The "Pittman Ad" of April 23. 1918. vhick prv^ 

vide» for the tubitUution of federal reiene 

hank notet for silver certificate!. 

An Act to conserve the gold supply of the 
United States ; to permit the settlement in silver 
of trade bslances adverse to the United States; 
to provide silver for subsidiary coinage and for 
commercial use; to assist foreign governments 
at war with the enemies of the United States; 
and for the above purposes to stabilize the price 
and encourage the production of silver. 

Be it enacted by the Senate and House of 
Representatives of the United States of America 
in Congress assembled. That the Secretary of 
the Treasury is hereby authorized from time to 
time to melt or break up and to sell as bullion 
not in encess of three hundred and fifty million 
standard silver dollars now or hereafter held in 
the Treasury of the United States. Any silver 
certificates which may be outstanding against 
such standard silver dollars so melted or broken 
up shall be retired at the rate of $1 face amount 
of such certificates for each standard silver dol- 
lar so melted or broken up. Sales of such bul- 
lion shall be made at such prices not less than 
$1 per ounce of silver one thousand fine and 
upon such terms as shall be established from 
time to time by the Secretary of the Treasury. 

Sec. 2. That upon every such sale of bul- 
lion from time to time the Secretary of the 
Treasury shall immediately direct the Director 
of the Mint to purchase, in the United States, 
of the product of mines situated in the United 
Slates and of reduction works so located, an 
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amount of silver eqnal to three hundred acd ser- 
entj-one and twenty-five hnndredths grains of 
pnre silver in respect of every standard silver 
dollar so melted or broken up and sold as bullion. 
Snch purchases shall be made in accordance with 
the then existing regulations of the Mint and at 
the fixed price of $1 per ounce of silver one m 
thousand fine, delivered at the option of the Di- ^ 
rector of the Mint at New Yorkj Philadelphia, p' 
Denver, or San Francisco, Snch silver so pur- 
chased may be resold for any of the purposes 
hereinafter specified in section three of this 
Act, under rules and regulations to be eatab- 
liahed by the Secretary of the Treasury, and 
any excess of snch silver ao purchased over and 
above the requirements for such purposes, shall 
be coined into standard silver dollars or held 
for the purpose of such coinage, and silver cer- 
tificates shall be issued to the amount of aucb 
coinage. The net amount of silver so purchased, 
after making allowance for all resales, shall not 
exceed at any one time tbe amount needed to 
coin an aggregate number of standard silver dol- 
lars equal to the aggregate number of standard 
silver dollars theretofore melted or broken up 
and sold as bullion under the provisions of this 
Act, but such purchaaes of silver sliall continue 
until the net amount of silver so purchased, af- 
ter making allowance for all resales, shall be 
sufficient to coin therefrom an aggregate number 
of standard silver dollars equal to the aggregate 
number of standard silver dollars theretofore 
BO melted or broken up and sold as bullion. 

Sec. 3. That sales of silver bullion under 
authority of this Act may be made for the pur- 
pose of conserving tbe existing stock of gold in 
the United States, of facilitating the settlement 
in silver of trade balances adverse to the United 
States, of providing silver for subsidiary coin 
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age, And for commercial nse, and of 
foreign governments at war with the enemies of 
the United States. The allocation of aaj silver 
to the Director of the Mint for subsidiary cola- 
age shall, for the purposes of this Act, be re- 
garded as a sale or resale. 

Sec. 4. That the Secretary of the Treasnij 
is authorized, from any moneys in the Tceasm; 
not otherwise appropriated, to reimbnrse the 
Treasurer of the United States for the difference 
between the nominal or face value of all stan- 
dard silver dollars so melted or broken up and 
the value of the silver bullion, at $1 per onnM 
of silver one thousand fine, resulting from the 
melting or breaking up of such standard silver 
dollars. 

Sbc. 6. That in order to prevent contractiDn 
of the currency, the Federal reserve banks msj 

^ be either permitted or required by the Federj 
Reserve Board, at the request of the Secretary 
of the Treasury, to issue Federal reserve bank 

■ notes, in any denominations (inclading denoou- 
nationa of |l and $2) authorized by the Fed' 
eral Reserve Board, in an aggregate amount not 
exceeding the amount of standard silver dollan 
melted or broken up and sold as bullion under 
authority of this Act, upon deposit as provided 
by law with the Treasurer of the United States 
as security therefor, of United States certifi- 
cates of indebtedness, or of United States one- 
year gold notes. The Secretary of the Treasnry 
may, at his option, extend the time of paymest 
of any maturing United States certificates ol 
indebtedness deposited as security for such Fed- 
eral reserve bank notes for any period not ei- 
eeeding one year at any one extension and may, 
at his option, pay sueh certificates of indebted- 
ness prior to maturity, whether or not so ex- 
tended. The deposit of United States certifr 
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c&tes of indebtedness hy Federal reserve banks 
as secarity for Federal reserve bank notes under 
authority of this Act shall be deemed to consti- 
tute an agreement on the part of the Federal 
reserve bank making such deposit that the See- 
relary of the Treasury may so extend the time 
of payment of such certificates of indebtedness 
beyond the original maturity date or beyond any 
maturity date to which such certificates of in- 
debtedness may have been extended, and that 
the Secretary of the Treasury may pay snch 
certificates in advance of maturity, whether or 
not so extended. 

Sec. 6. That as and when standard silver 
dollars shall be coined out of bullion purchased 
under authority of this Act, the Federal reserve 
banks shall be required by the Federal Reserve 
Board to retire Federal reserve bank notes is- 
sued under authoiiiy of section five of this Act, 
if then outstanding, in an amount equal to the 
amount of standard silver dollars so coined, and 
the Secretary of the Treasury shall pay off and 
cancel any United States certificates of indebted- 
ness deposited as security for Federal reserve 
bank notes so retired. 

Sec. 7. That the tax on any Federal reserve 
bank notes issued under authority of this Act, 
secured by the deposit of United States certifi- 
cates of indebtedness or United States one-year 
gold notes, shall be so adjusted that the net 
return on such certificates of indebtedness, or 
sueh one-year gold notes, calculated on the face 
value thereof, shall be equal to the net return on 
United States two per cent bonds, used to secure 
Federal reserve bank notes, aft^r deducting the 
amount of the tax upon such Federal reserve 
bank notes so secured. 

Sec. 8. That, except as herein provided^ 
Federal reserve bank notes issued under anthoi- 
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it}r of this Act shall be subject to all existing 
provisions of Uw relating lo Federal reserve 
bask notes. 

Skc. 9. That the provisions of Title VII of 
an Act approved June fifteenth, nineteen btu- 
dred and seventeen, entitled "An Act to pnnish 
acts of interference with the foreign relatioiu, 
the neutrality, and the foreign commerce of the 
United States, to punish espionage, and belter 
to enforce the criminal laws of the United 
States, and for other purposes," and the powers 
conferred upon the President by snbsection (b) 
of section five of an Act approved October sixth, 
nineteen hundred and seventeen, known as the 
"Trading with the Enemy Act," shall, in so fat 
as applicable to the eiportation from or ship- 
ment from or taking out of the United State of 
silver coin or silver bullion, continue until the 
net amount of silver required by section two of 
this Act shall have been purchased as therein 
provided. 
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ployees of banks 

Classification 

Election of Classes A and B 

Nomination 

Qualifications 

Senators and Representatives ineligible 

Term of office 

Vacancies to be filled 

Member banks — 

Fees or commission prohibited 

Interest on deposits allowed 

Member of Federal Reserve Board ineligible 

Penalty for accepting fees or commissions 

National banks, personal liability for noncompliance 

with the act 

Removal of 11-f 

Discounts: 

(8«e abo Rediscounts.) 

Of member banks' own paper 

Rate subject to regulation of Federal Reserve Board. . 

Federal advisory council to recommend rate 

Dissolntion : 

Effect 

National bank, for failure to comply with the act 

Survival of remedies and penalties against disBolvcd 
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District ! 

Definition I 

Federal Reserve. (Set Federal Resenre District) 

Dialriet reaerve ejectors i 

Dl<ridend5, Federal Reserve Banks 1 

B 

Earningi: 

Pederal Reeerre Bonics, Iiow distributed I 

Franchise tax on Federal Reserve Banlcs ' 

Surplus fund of Federal ReserTc Banlis J 

United States earnings, how applied T 

"Edge Amendment" Banks: must have a minimum capi- 
tal of $3,000,000, Si-a; cannot carry on budness in U. 
S., ;^-ai powers of, 3S-a; national banks may purchase 
stock of, 2S-a; supervised by Federal Reserve Board.. 35-9 

Elections: 

Directors of Federal Reserve Banks i 

Emergency currency: Limitations of, act of May 30, 1908, 
extended to June 30, 1915 37 

Examinations: 

Expenses 91 

Federal Reserve Banks 81 

Federal Reserve Board given power to examine all 

member banks 11-a 

Member banks 91 

Other visitatorial powers SI 

Special examinations by Federal Reserve Bank SI 

State banks 9 

State examinations may be accepted 21 

Examiners: 

Accepting loan or gratuily 99 

Appointment 91 

Disclosure of confidential information 93 

Disqualification 99 

TjOans and gratuities must not be made to 99 

Other services shall not be performed by 99 

Penalty for accepting loan or gratuity 99 

Penalty for disclosure of confidential information 99 

Powers 91 

Salary 91 

Exchange: 

Not to be charged against Federal Reserve Banks 13 

Not prohibited in certain cases 13 

Regulated by Federal Reserve Board 13 

Exemption of Pederal Reserve Banks from taxation T 

F 

Farm lands. (8m Loans on farm lands.) 

federal Advisory OnmcU; 

Creation >* 
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MembcTB 

Meetings 

Powers 

Vacancies, how filled 

Federal Reserve AgeDt: 

Appointment 

Assistants 

Bond 

Compensation 

Deposits with 

Deposits by, with Secretary of Treasury 

Duties in general 

Holding deposits required b^ Federal Reserve Act. . . . 
Holding money for redemption of Federal reserve notes 
Notice to board of issuance and withdrawal of Federal 

Office 

Qualifications 

Redeposlt of money deposited with liim with Board or 

Treasurer 

Reports 

Federal Reserve Bank Notes 

See also "Pittman Act," Appendix E. 
Federal Reserve Banks: 

Absence of chairman or deputy cbairman 

Accounts with other Federal Reserve Banks 

Advances to members 

Assessments by Federal Reserve Board for expenses.. 

Authority to commence business 

Banks in Alaska and dependencies and possessions may 

become members 

Board of directors. (Sea also Directors) 

Chairman of board of directors 

Clearing and collection charges regulated by Federal 

Reserve Board 

Clearing checks 

Collections 

Deposits 

Deputy chairman of board of directors 

Designation 

Directors. (Bee Directors.) 

Discounts for member banks 

Dividends 

Exemptions from taxation 

Fiscal agents 

Forfeiture of membership in 

Foreign accounts 

Foreign agencies 

Frandilse tax 
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AptAcatkna te eaaedlatkiii of stock 

Appobrtmeat of dua C dlttetan I9 

Appotatncttt of FcdiQB] Rctterve Agent bj..., ,,«,.,, 

AppoliiUiHnt of wauucnt _.._.. .,-.•....,• 

ApproTsl of dirertoTi' raKii{>cnsatioii 

AatCMPaenta •gainit federal Reserve Btuda to pay tx- 

powc* 

Oiaimua, BtCtetMy of Treasury ex officio 

Qfmriag home mar set u 

Creation af neir dlatrictB 

DepoMa with Secretary of Tteoiarj sabject to order 

of 

Detlgnatton or reqnjmnent of Federal Reserve Bank 

to act ai dealing home 

Ei officio members 

Bxpeniec 

EspenKi of handling deposits with Secretary of Treaa* 

ury 

Ezpeniea of monef shipments 

Feaerat HcMrre notes, regnlatian of issue 

First meeting 

Oovemo^— 

Appointment 
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I Duties 10 

Members — 

Appointment 10 

Expenses 10 

Ineligible for office or employment in member 

bonlcs or with Federal reserve banks 10 

No two from same district 10 

Qualifications 10 

Salary 10 

Sball devote CDtire time to business of board 10 

Term of office 10 

Number of members 10 

Offices 10 

Powers 11 

Powers in conflict with those of Secretary of Treasury 10 

Readjustment of districts 3 

Regulations — 

Charges for coUections Id 

Checking against reserve and member banks IB 

dearing-honse activities IS 

Dealings in commercial paper 13 

Foreign branches Sfi 

Rates of discount 14 

Rediscounts 11-b, IS 

Transfers of stock 3 

Removal of Federal Reserve Bank officers or directors 11-f 

Reports of 10 

Representation by members of commerdal. Industrial, 

and geographical divisions of country 10 

Representatives in Congress ineligible 4 

Review of organization committees determlnattons.... S 

Secretary of Treasury ex officio chairman 10 

Senators ineligible H 

Staff, employment and expenses of ll-l 

Supervision of banks chartered by U. S. government for 

foreign business BS-a 

Supervision of Federal Reserve Banks 11-j 

Supervision of foreign accounts 14 

Suspension of reserve requirements 11-c 

Vacancies, how filled 10 

Vice governor 10 

Weekly statement of condition of Federal Reserve 

Banks 11-a 

federal reserve cities; 

Designation t 

Number fl 

Review of organUaUon committee's determination 9 

Selection of % 

federal reserve districts; 
Apporiioameat 




Federal Rearrrc Bank 
and RtlmBciat 



Atec^ a ew—itfc Federal Hcacrre Bmaka 

Pwti^ mmlM. FtdenI Rsem Banks 

PO*^ kMld« braMbcs mav br established ahroAd by 

MtfiMMl Bwnks for, as ; Vatioaa] Banks may invest in 

Stocfc «l Amerina Bai^ organiMd for, 35 and 3JS-a; 

«aipinialka< BAf b« orgmord under '^Edge Amend- 

■eo*" far 

triga brancbcs: 

Acwonts kept separate 

A|TcmKtit to comply with ngnlatkuis of Federal Re- 

serre Bo«nl 

AppUcsttoB to MtabUsh 

B^tahlisbineat 

PaUure lo eoiD^ wiQi teeo^^ 
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Information must be furnished 3S 

Investigation hj Federal Reserve Board of fulure to 

comply with regulations 3S 

May be appointed fiscal agents of United States M 

National banks may establish SS 

Offlcers or employees of member banks may serre..,, 26 

Special examinations 35 

Forfeitures. {Bte Penalties and forfeitures.) 

Franchise tax: 

Secretary of Treasury to maintain 96 

Tai on deficiency 11-c 

G 

Government deposits: 

Funds to be deposited IS 

In Federal Reserve Banks IS 

In member banks IS 

In non-member banks. (See Appendix D.) 

I 

Inconsistent laws repealed SS 

Invalidity of part of act not to invalidate all S9 



Loans on farm lands: 

Amount 

Limitations may be added by Federal Reserve Board. 
National banks not in Central Reserve cities nay make 
Time to run 



Member banlcs: 

Acceptances by 13 

Banks in Alaska or other dependencies or possessions 

may become members 19 

Cancellation of stock in Federal Reserve Bank upon 

insolvency t 

Definition 1 

Discount of paper for directors, officers, or employees 33 

Bzaminations of, by Federal Reserve Board 11-a 

Fees or commissions to officers or directors for loans 

prohibited 89 

Forfeiture of membership t 

Increasing capital stock must increase holdings of Fed- 
eral Reserve Banks' stock 

Iniolvency 

Interest on deposits of officers, directors, or employees 
LlmltatiooB on amount of deposits with nonmemfoer 

Loans or gratuities to bank exaiQlncTS '9to\Sq\\c&.. . 
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. ._< ooploTees n^ wtn* hnigo branches.... ^ 

Koom vf. (&• -Boerrc^) H 

~* '' ' ' I Bota to be wtirDd 18 

It diTidendi wfaOe Tcserre not 



ShaM not Kt u n . _ 
lag dtoeonnta from Federal Reserre Banlu witbont 
WMwat of Federal Reserve Board 

Stock In Federal Rewrre Banks not to be traosfetTed 

SntTcnder of stock In Federal Rtserre Banki npim re- 
daction of its own capital or ttpon Ugnidatioii 

Visitatorial povera to which nbject 



Natioiul banks: 

Acceptance of terms of Federal Reserre Act 11 

Bond deposit requirements repealed IT 

Coa^crted from State banks S 

Definition 1 

Directors personally liable for results of noncompliance 

with act 3 

Dissolution for noncompliance with act t 

Foreign branches. (Se« Foreign branches.) 

Indebtedness limited IS 

Loans on farm lands H 

May act as insurance agent or broker, when IS 

Mny hold stock in banks organiied in U. S. for foreign 

business 3S-35i 

Penalty for failing to accept terms of act I 

Personal liability of stodibolders K 

Reduction of capital stock S9 

Subscription to capital stock of Federal Reserve Banks S, i 

Survival of remedies and penalties against 9 

Transfer of shares before failure 33 

Trustees, executors, sdministratora, and registrars of 

stocks and banks 114: 

National Banking Association, deiinition I 

Notes. (Sre Federal Reserve notes.) 

Notes against imnds purcliased: 

May be Issued by Federal Reserve Banks IB 

Issue and redemption 18 

Limitations on amounts IB 



(Sm Reserve bank organisBtim 



Penalties and forfeitures: 

Certified checks agauvst iitaxii&i^enV tiiads 

UxominerB disclosing &!'•«■> "\tiii \nlonDB.ftoo.. . 



4 
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Pailure of State bank to make reports 

Forfeiture of membership 

Loans or gratuities to examinets 

Noncompltance with act 

Penalty against Federal Reserre Bank for paying ont 

notea of anotiier 

Surrival of penalties against dissolved banks 

Public stock: 

Definition 

Limitation of amount lield by single stiareliolder 

Subscription to 

Transfer of 



Rediscounts: 

Acceptances 

AgTlcultnral paper 

Conditions of 

Limitations on amount 

Limitations on amounts for State banks S 

Paper subject to 13 

Regulation by Federal Reserve Board 11-b, 13 

Remedies, survival against dissolved bank 9 

Repayment of deposits upon withdrawal of State banlcs... 9 

Reports: 

By State banks 8 

Federal Reserve Board. (S«« Federal Reserve Board.) 
Reserves: 

Banks in Alaska, dependencies or possessions 30 

Federal Reserve Bank — 

Against deposits IS 

Against Federal reserve notes IS 

Gold deposits may be counted as part of IS 

How maintained IS 

Member banks — 

Amount required 19 

Computation of balances 19 

How maintained 19 

May be checked against 19 

Limitation on amount deposited with nonmember 

bank IS 

Must be maintained 19 

Permission to carry in Federal reserve banks instead 

of in vault ll^m 

Suspension of Reserve requirements by Federal Re* 

serve Board 11-C 

Tax upon delinquencies ll-e 

Reserve bonk {>ee also FedersJ Reserve Bank), deflidtton. 1 

Reserve Bonk Orgamzation Committee: 

Allotment of Urited States atodt * 
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C«lUnj[ mcctinp or bank directors 

CertllKatea of ilcslgnRtlon of reserve districti and rc- 

»erT( cltlM 

ExercUc ruiictions of cbairman of board of dirccton 

of Fcdrrid Reserve Banks pending organization 



Uf g««graphlcal Umlta of districts.. 

OolMrMi powert 

Offer of (lock to public subseribers — 



Qiiorani . 

SNIwrvlala 



jwrvlalal) of organiMtioo of Federal Reserre Banlu 1 
RMem dtleai 

Oontrol of clawiflcation by Federal Reserve Board.... ll-e 

Prerkiu* itatus not chang«d I 

Heaervni required of banks In outlying districts of 19-b 



Secretary of Treasuryi 

Deposits with, by Federal Reserve Bank or agent U 

Bx oficla member of Federal Reserve Board 10 

Kxpenses of handling deposits U 

Gold reserrc to be maintained by 8S 

Mutagemenl of Uniled States stock i 

Shareholders (««« alto Stock), IndiTidual llabUltyi 

Federal Reserve Banks f 

National banlu iS 

Silver eertlfirates, substitution of federal reserve bank notes 
tor, («# "Pittman Act," Appcndlc E. 

State banks: 

Cancellation of stock in Federal Reserve Bank • 

CertiftcBtes as to liabilities of debtors I 

Certifying checks against insufficient funds I 

Conditions of membership > 

Converted Into national banks 8 

Depositories of government funds, ««• Appendix D. 

Eligibility for membership 9 

Examination. [Sm "Examinations") fl 

Examinations, not subject to requirements of section SI f 

Forfeiture of membership B 

May become members of Federal Reserve Bank 9 

Must be eligible for conversion into national banks... f 

Penalties for failure to make reports 9 

Qualifications required to become members B 

Regulations S 

Retain povers under Sta.te charters f 

State examinations may be accepted ^H 

Subject tfl provisions and penalties of Revised Statute! 

5009, upon becoming members ff 

Subjert to section of Federal Reserve Act applied to 

member banks; but not Bu\]iect to BBt^ilyn "(V I 
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SnbsniptfoD to stock in Pedersl Reserve Bankt S 

Withdrawal from membership > 

Stock: 

Sit0 alto ShareliolderB.) 
f Federal Reserve Banks — 

Amomit to be held by single member or shareholder f 

Calls on subscriptions 9 

Cancellation of stock held bj insolrent member 

Increase 5 

Increase of subscriptions required on increase of 

member banks' capital stock 5 

Limitation on cancellstioiis 9 

National banks most subscribe 9 

Paj'mentB on sutiscriptions 9 

Public Bubseriptions 9 

Reduction f 

Shares owned by member banks not to be transfer- 
red « 

Subscription S 

Subscription bj national banks 9, 4 

Subscription by State banks 9 

Subscription required of new members S 

Surrender upon reductitm of capital or liquidation 

of member bajiks S 

Transfer of 9 

Voting power 9 

Of banks organised in V. S. for foreign business, 95-4 

May be owned by national banks 2S-S5-a 

Of member banks — 

Increase 5 

Reduction S 

Of national banks — 

Reduction 9S 

Transfer of before failure 93 

Surplus. (i9*« Federal Reserve Banks.) 

T 

Tax upon delinquencies In reserres 11-C 

Time deposits, deflnition 19 

Trust companies, acceptance of terms of Federal Reserve 

Act « 

Trust powers of national banks 11-k 

D 
United States stock: 

Allotment by organUation committee 9 

Management by Secretary of the Treasury 9 




Actfaalnrsl paper, ff][*f* tor i 



: at fcdcnl : 



Bank McepUnM*. natore of, 4S-47; •draBteges ot, 4S-48; ledii- 

oniiiUbte bj federal rcacrre banks, 4140; nsc of, in cwuKcticin 

wJlh tartipi trade, 79-SO. 
Bonk credit, extcat ta wbicb nscd as a mediun of cirhange in 

IS IS, 8-10. 
Bank note, bond-secarcd, under federal reserve law, £0-51; fedoal 

rcaerre bank note, SI. See also federal reserve note aiid baoli 



Bank-note ineLuticitf, under olil backing sjvtetn, I1-17; seasootl, 

chart ahowing, is. 
Branches of naUonal banks, ma; be established in foreign couotriei 

S(M)1. 
Canadian bank notes, elastidtf of, compared with that of U. S. 

national bank notes, 14-16. 
Capital of federal reserve baoka, tninlnnim aiooDnt of, 99 j amount 

poid'in, 31( bow subscribed, 31. 
Cupilai rrquired of banks orgaiiiicil for foreign trade^ 81-82. 
Ccntralication of bank reserves in respective federal reserve 

districts, S5-38. 
Central reserve dtjt banks, reserve requirements of, ST. 
Claw A directors of federal reserve banks, who and how dected. 



Class B directors of federal r< 



E banks, who and bow elected. 



Class C directors of federal reserve banks, wbo and bow diosen, 

8S-33. 
Clearing- member banks, defined, TO. 
Clearing out-of-town checks, under old banking sys^m, I9-S3; 

under federal reserve system, 70-75; cost of, how met, TS-7*; 

system extended to cover promissory notes, trade biUs, time 

drafts and similar Items, 74-75; services rendered by syst^, 78. 
Collateral loans, character of, which may be made by federal 

reserve banks, 63-64. 

304 
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quired of member bnoks, 3t; plan of organUation of, 31-33; 
tbe Aok depo»iUric8 of member banks' legal reserve monej', 
3S-SS. 

Federal reserve bank notes, described, 51. 

Federal reserve board, bow constituted, SS-Mi powera of, St-35- 
ma; permit reserve held against federal reserve notes to fall 
below 40 per cent in times of emergency, 53-54; muat impoie a 
dcficieiHT' tax when reserve fails below 40 per cent, 63; ma; 
■nspcnd for brief periods, in times of emergency, all reserve 
requirements of act, 53-54; maj impose a special rate of interest 
on issues of federal reserve notes uncovered by gold, 56; super- 
visory powers of over banks organixcd under "Edge Ameud- 
ment," 81-33. 

Federal reserve clearing and collection system, 70-79. 

Federal reserve districts, how determined, 88-S9j map of, 30. 

Federal reserve notes, described, 51-53; collateral eligible for. Id 
hands of federal reserve agent, 51-53; gold reserve required 
against, 59; elasticity of, 59-57; legal minimum reserve for, 
may be reduced in time of emergency, on payment of a gradu- 
ated deficiency tax, 53; amount of, outstanding, and character 
of collateral held against, 5t; possibility of furt:ier expansion 
of, 54-55; of one federal reserve bank may not be paid out by 
another, 55-56 ; machinery for contracting circulation of, ques- 
tion of Its adequacy, 55-57. 

Fiscal agents of Government, federal reserve banks serve as, BS- 
render valuable services as. In war financing, 88. 

Fisher, Irving, cited, 9, 5T. 

"Float," how handled under old banking system, SO-23; evils of, 
largely eliminated by federal reserve clearing and collection 
system, T2-T8, 78. 

Foreign agencies established by federal reserve banks, 80. 

Foreign branches of American national banks established, 80-Sl. 

Foreipi exchange, difficulties with, prior to federal reserve sys- 
tem, 93-34; under federal reserve system, 79-91; services with 
reference to, rendered by federal reserve system, 79-81. 

Foreign trade, banks organized under federal charters to 
carry on, 81-89. 

Gold, amount of, held against federal reserve note issues, 54. 

Gold reserve required against federal reserve notes, may be re- 
dnced in time of emergency, 53-54. 

Gold settlement fund, described, 7S-T6. 

Government, old banking system ill adapted to fiscal needs of, 
35-STi participation of, in profits of federal reserve banks, 59. 

Government depositaries, federal reserve banks serve as, 8S-8B; 
banks which serve as, under war conditions, 86-87. 

Inelasticity of bonk notes under old banking system, 11-lT; charts 
showing, 14-15. 

Inelasticity of credit under old banking system, 8-18; evil resolts 
of, 18. 
Ineltaticity ot deposit credit under cAd^iaxiUn; s^t\«mi,Vl, 
later^t, B special rate of, may be imTOMA taj teA«»4. TCM!n« 
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board on issues of federttl reserve notei nncoTcred by gold, U. 

See siso discoant rates. 

Kinley, David, cited, 9. , 

Leadership, absence of, for country's banks in times of emer- ' 
gency prior to federal reserve act, 3-4. 

Legal reserye, see reserveB. 

Liberty bond financing by federal reserve banks, 88; extensive 
use of collateral loans in, 63-64. 

Liye-stock paper eligible for rediscount at federal reserve banks, 
62. 

London, the financing of a declining proportion of our foreign 
trade through, as a result of federal reserve system, T&41. 

Memliersbip in federal reserve system, 39-31; importance of, in 
time of war, 68-90; President Wilson urges on noo-member 
banks as a patriotic duty, 91-02. 

Member banks must purctiase stock in federal reserve bank, 31; 
are grouped into three classes for electing federal reserve bank 
directors, 33. 

Mobility of reserves. Inter-district, S9-i8; intra-district, 48-i9. 

Mobilization of reserves under federal reserve system, 38-39, 

National banks, as depositaries of government funds, 36-27; must 
join federal reserve system, 29; may own stock in banks or- 
ganized under "Edge Amendment." 

National bank notes under federal reserve law, SO-SI. 

Open-market operations of federal reserve banks, 43-U. 

Out-of-town checks, see clearing and collection system, "float," 
and "routing of cheeks." 

Par-clearing and collection system, description of, 70-7Sj mem- 
bership in, 70. 

Profits of federal reserve banks, how distributed, 69. 

Promissory notes, collectible under federal reserve clearing and 
collection system, 74-75. 

Rediscounting, negli^ble under old banking system, 17; by on: 
federal reserve bank for another, the law, 39-40; the practice, 
41-43; by federal reserve banks, kinds of paper eligible for, Sl- 
63; facilities for, at federal reserve banks, not open to paper 
drawn for dealing in stocks or bonds (other tlian U. S. govern- 
ment t>onds), 63-63. 

Reserve, gold, required against federal reserve notes, may be 
reduced in time of emergency, 53-54. 

Reserve agents, national banks discontinued as, by federal re- 
serve law, 35-37. 

Reserve ci^ banks, reserve requirements of, 37. 

Reserves, cash, importance of, in old banking system, 4; scattered 
prior to federal reserve system, and tlierefore ineffective, 4-T; 
immobile under old banking system, 7; deposited in reserve and 
central reserve city banks difficult to realize upon, in times of 
emergency, 4-7; district centralization of, under federal reaecrv 
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teMits of federal reserve buki, S»4fl[ intrtrdubnct. n 
L a^ «i )■«•>• raqiifcnalB for, lew rigid vada federal i 
Phw Umh fotMcrtr, 'Bi 1*C4 AffBliMt federal, reserve deposits, 
be ledweeJ in ttee* of aDcr g ettcy, 00; of member banks, 
tacKMed bj rcfiMtNtnting with feder&l reserve banks, 

n-a. 

RaDting of **■"*¥, MBder old regime, 91-99; bow practice padded 
reserrts, Vl-49; erO* of, largdj elimituited bj federal reeerte 

S e cr e ta ry ol TreMwry, difficult task of, of appnrtknung ^rcrnmoit 
faada amoag depocitarirs, aoder old banking sjGtem, 26-37 ; aa 
ex-«Acio tnoAter of federal reserve board and chairmaji, ^. 

Speculatkin, paper lued for, not redisconntabte or purcbiscable 
by federal reserre banks, C3<«3. 

State banks and tmst companies, ma; join federal reserre sjf- 
tem, 89 ; orged by President Wilson to Join sji^tem as a patriotic 
duty, 91-93. 

Sterling bills, decline in relative importance of, as compared wHh 
bills drawn in dollars, T9-S0. 

Subtrcasuries as depositaries of govemment fnnds, S5-S6. 

Snrpiua of federal reserve l)anks, manner of accnmnlation, and 
siie, 59. 

Ta>, graduated de&dtncy, on reserve held against federal reserve 
notes, 53; graduated, to be imposed upon deficiency in legal 
reserve against deposits of federal reserve banks, 60. 

Trade acceptances, 45-44. 

Trade bills collectible under federal reserve clearing and collec- 
tion system, 74-Tfi. 

United States Govemment bonds and notes, paper used for pur- 
chasing, rediscountable at federal reserve banks, 62. See also 
government. 

WiUis, H. Parker, cited, 68. 

WilsoD, President, appeals to non-member banks to join federal 
rcseve system as a patriotic dntv, 91-93. 





STANFORD UNIVERSITY LIBRARIES 

STANFORD AUXILIARY LIBRARY 

STANFORD, CALIFORNIA 94305-6004 

(650) 723-9201 

5olcJrc@5j1mail.stanFord.edu 

All books ore sub|ect to recoil. 

DATE DUE 




